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A Banker's Diary 


THE stock market's verdict on the budget can hardly have been of the kind for 
which the Chancellor had hoped. If his proposals had succeeded, as he had said 
they had to do, in dispelling any lingering doubts about the 

Markets Government's determination to make Britain and sterling 
Misunderstand safe by stopping inflation, one might have expected equities 
the Budget _ to fall and gilt-edged, perhaps, to rise. Instead, the market's 
immediate response was to stage the sharpest jump in 

equities that had been seen for six months—this despite the further rise in 
profits tax—while gilt-edged rose only moderately. On the morrow of the 
budget the industrial share index of the I’inancial Times, which had been 
rallying steadily for the preceding month, rose by 3.7 points, to Ig1.7, and by 
April 23 it had reached 195 .3—fully twelve points above its level at the corre- 
sponding date in 1955. This light-hearted response has been generally attri- 
buted to the City’s relief that the budget had not been “ tough” and, in 
particular, that it had not included the capital gains tax that some rumour- 
mongers had been bruiting around. The market’s behaviour before the budget 
had hardly shown signs of any such apprehension; it had risen by almost 
exactly 10 per cent. from the low point of 169.7 touched on March 8, and was a 
full twelve points higher than on the eve of the mid-I*ebruary increase in Bank 
rate and the associated dose of disinflationary medicine from Mr. Macmillan. 
Now, on April 23, the market is almost midway between the March low and 
the dizzy peak of 223.9 reached last July. It is still, in short, at a level that 
registers boom in the economy, and one that pays poor tribute to the Govern- 
ment’s efforts to bring the boom under control. That, one must hope, will 
prove to be insufficient tribute. The markets seem to have been assuming 
either that successful disinflation required a tough budget (so that, given the 
reprieve from toughness, the disinflation will be insufficient) or that inflation 
can be stopped without pain. The second of these assumptions is certainly 
false and the first may be so. As our opening article shows, the Chancellor's 
proposals are probably more disinflationary than they look at first glance. 
Investors would do well to remember that the Government will have failed 
dismally if the whole battery of disinflationary weapons does not eventually 
produce the “ toughness ’’ in the economy that some people expected to find 
in the budget. The budget was only one of these weapons, and Mr. Macmillan 
plainly shaped it on the hypothesis that some toughness was on its way already. 
In the gilt-edged market official policy since the budget has itself helped to 
dispel misunderstandings. The market’s modest rise at the outset was less a 
mild vote of confidence in disinflation than an anticipation of the new demand 
that may flow from the insurance companies when the self-employed seek their 
retirement policies; but it also reflected a too hasty assumption that the new 
plan for the nationalized industries was designed to relieve the market in the 
interests of the Treasury’s own financing. The prompt appearance of the 
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{250 millions funding issue—a further tranche, offered for cash at 81, of the 
33 per cent. Treasury Stock, 1979-81—has much diluted this naive optimism. 
The fact that the issue was priced at the equivalent of the existing stock sug- 
gests, admittedly, that the authorities are not contemplating forcing tactics 
in their sales; but this quick follow-up of the budget plainly means (as our 
later article fully explains) that the offerings of stock will be more or less 
continuous. This is, indeed, the main route to disinflation, and although 
successful disinflation must benefit gilt-edged in the end, the process itself 
must press upon the market. 

Paradoxically, the one major market that paid unequivocal tribute to the 
budget was the foreign exchange market. Despite the Chancellor’s refusal to 
admit that the latest trade and gold figures marked any decisive change in the 
trend (these figures, and the latest estimates of the U.K. and sterling area 
balance of payments, are analysed in an article on page 285), many of the bears 
of sterling hastened to cover. The dollar rate rose beyond $2.81, for the first 
time since that distant summer of 1954 when London was experiencing an 
embarras de richesse. It would be good to think that the distant onlooker 
saw more of the game than did the stock markets. More probably he mistook 
the “ above-line ” gate money for the disinflationary score. 


Last month’s article in THE BANKER on the principles and mechanics of credit 
control in modern conditions* gave new intensity to the animated debate that 
has been proceeding—in the City, in Westminster and beyond— 
Debate on on the tricky question of control of liquidity ratios. And the 
Monetary fires of debate were then stoked up still further by an important 
Control contribution from Mr. Manning Dacey, in an article in Lloyds 
Bank Review. The innocent title of this article, ““ The Floating 
Debt Problem ”’, belied its content. In its opening analysis of orthodox prin- 
ciples it was no less provocative to students of banking of the old school than was 
THE BANKER’s article, and its ultimate thesis proved to be more provocative 
still. The basic argument closely paralleled our own—that the control of credit 
by the classical instruments of Bank rate and open market operations by the 
central bank operates through their (indirect) influence upon bank liquidity in 
its wider sense, that this influence has lost force since Treasury bills supplanted 
commercial bills as the principal component of “ near-cash’”’ assets, and 
that the classical weapons therefore now need to be reinforced by weapons that 
influence bank liquidity directly. Mr. Dacey likewise agrees that the proposed 
device of prescribed and variable liquidity ratios would not be in any real sense 
an alternative to orthodox methods of liquidity control. In other words, he 
argues unreservedly for the use of funding techniques as indispensable weapons 
of monetary control. 

Only the gist of the further argument, without its subtleties, can be indicated 
here. Mr. Dacey first recognizes, as did our article, that the use of the funding 
techniques (or, more accurately, of most of them) transfers the impact of 
official efforts to restrict credit from the short-term market to the longer-term 
market. Unless separate action is taken, by the classical means, to sustain 
short-term rates, the effect of a normal funding operation must be to depress 
the longer-term market while relieving the short market. From this unques- 
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* « Should Liquidity Ratios be Prescribed ? 


+P 




















4 BANKER’S DIARY © 


251 








o_o 


tionable proposition Mr. Dacey proceeds to argue that, except in an emergency, 
it will not only be unnecessary to take this separate action to keep up short- 
term rates but that such action would actually obstruct the intended deflation 
of bank deposits. What is needed for this purpose, he argues, is a combination 
of high gilt-edged yields with low short-term rates. By this route he reaches the 
unexpected conclusion that a high Bank rate tends to keep up the volume of 
deposits, so that its contribution to disinflation is apparently seen to lie mainly 
(or even solely?) in its effect in slowing down the velocity of deposits. The fuel 
for this debate has, indeed, reached massive proportions. THE BANKER hopes 
soon to widen the discussion by providing space for comment from the left- 
wing. In the meantime, still on the plane of orthodox analysis, attention should 
be drawn to a contribution by Professor Samuelson to the March, 1956, issue 
of the Three Banks’ Review (which shows the parallel thinking in the United 
States) and one from Professor Sayers to the Review dated last December of the 
Banca Nazionale del Lavoro. 


THE credit trend in March was disappointing. In the five weeks following 
the increase in Bank rate to 54 per cent., advances of the clearing banks rose 
by £39.5 millions, that is by slightly more than in February and 

Slower by more than half as much again as in the corresponding (four- 
Fallin week) period of 1955; liquid assets fell by £98.8 millions, compared 
Deposits with {124.3 millions in March, 1955; and net deposits fell by 
£70.7 millions, compared with {118.1 millions a year before. The 
significance of this deterioration is admittedly uncertain, as it follows a contrary 
trend in the first two months of the year. In the period from the end of 
December to the March make-up as a whole, net deposits have actually fallen 
by slightly more than in the 1955 period (which comprised one week less) ; 
and while liquid assets have fallen by slightly less than last year, the net rise 
in advances has been considerably smaller. The increase in the latest two 


March 21, Change on 

1956 Month Year 

ém. ém. fm. 
Deposits “ iy ed S% 6085.9 -77.8 — 315.7 
‘“ Net ’’ Deposits* a sh 5828.3 — 70.7 —- 310.6 

%ot 

Liquid Assets .. a) od oa 2012.4 (33.1) Qs. 94.9 
Cash i ce sick << 517.1 (8.5) 10.7 3.1 
Call Money - - a 4206.8 (7.0) 5.8 [1.1 
Treasury Bills .. i ai 045.6 (15.5) —92.1 QO.4 
Other Bills és oa “ 122.9 (2.0) - 11.6 6.5 
Investments and Advances .. - 3897.7 (64.0) + 25.8 - 407.2 
Investments i - - 1993.1 (32.7) -13.7 - 257.6 
Advances a i a 1904.6 (37.3) + 39.5 —- 119.6 


*After deducting items in course of collection. Ratio of assets to published deposits. 


months does not imply any relaxation in the banks’ scrutiny; rather, it is 
attributable to a resumption of borrowings by the nationalized utilities and 
by private borrowings more closely up to available limits. 

The slower fall in liquid assets and deposits this March appears to have 
been attributable mainly to the fact that withdrawals of deposits for investment 
in Treasury bills were smaller than the big switch after the Bank rate increase 
last year. The upshot has been that, despite sales of investments in the latest 
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period totalling {13.7 millions (attributable mainly to two large banks), the 
average liquidity ratio at this seasonal low point remains at the relatively 
comfortable level of 33.1 per cent.—compared with 31.3 per cent. in March, 
1955. This highlights the need for a further attack on bank liquidity if monetary 
pressure is to be sustained. Last year, liquidity ratios fell contra-seasonally in 
the spring as a result of a continuation of the switching process. Now, there is 
hope that some switching may take place into the new national savings issues, 
and that the more vigorous funding policy will encroach on the supply of 
liquid assets at its source. 










UNDER the guidance of Dr. Prebisch—who might be termed the Dr. Erhard 

of Latin America—Argentina is making preparations for an advance towards 

a multilateral trading and payments system. This is the 

Multilateral purpose of the visit to Europe of Dr. Verrier, the Argentine 

Payments for Under-Secretary of Finance. Dr. Verrier met representatives 

Argentina ? of eleven of the European Payments Union countries in 

Paris last month, and proceeded to individual capitals, 

including London. His aim in the negotiations has been to create for Argen- 

tina a multilateral payments club, somewhat on the lines of the Brazilian club 
but with a considerably larger membership. 

Among the initial obstacles that have to be surmounted before a scheme 
of this kind can be evolved is that of dealing with the accumulated arrears 
that have piled up in virtually all Argentina’s bilateral payments agreements. 
Each of these provides for a substantial credit swing, and the latest information 
suggests that the total credits thus granted to Argentina amount to the 
equivalent of no less than {300 millions. Of this, the trade debts to the 
United Kingdom account for about £25 millions. Among the largest creditors 
of Argentina are Germany and Japan. It is evident that some form of funding 
of these debts will have to be arranged before Argentina’s current payments 
can be switched to a multilateral basis. Failing a joint operation in which 
the help of the United States would have to figure very prominently, the 
necessary funding agreements will have to be made with each individual 
creditor country. : 

The shape of the multilateral arrangements to be put in force once this 
difficulty has been overcome has not yet been agreed. Suggestions that 
Argentina should join E.P.U. are inappropriate and unrealistic, but it may be 
practicable to bring Argentina into the E.P.U. clearing without the rights of 
membership. The easiest way of arranging this would be for Argentina to 
conduct the major part of its trading operations with European countries in 
sterling, since all countries involved are in the transferable sterling account 
area. Some of the continental countries, however, have objected to this 
suggestion and have favoured the establishment of a mixed currency pool on 
the Brazilian model, freely available for payments between Argentina on the 
one hand and E.P.U. member countries on the other. This limited multi- 
lateralism is not favoured by Britain, since sterling is in any case convertible 
into all non-dollar currencies. No solution has yet been reached, but the 
vigour with which the various proposals have been pursued is a welcome indi- 
cation of Argentina’s new multilateral faith—evidenced further last month by 
Argentina's decision to seek membership of the World Bank and the Inter- 
national Monetary Fund. 





































SF 


| 


‘y~— = 6 «(USS 





~ 


Roe aE eS Pee ae ee Fe 












A BANKER’S DIARY 253 








Ix addition to the implementation of the Millard Tucker proposals for tax 
relief on premiums to provide pensions for the self-employed, the Budget 
offers important concessions to investors in each of the four 

New _ media of the national savings movement, and proposes the intro- 

Savings duction of a‘ premium ”’ bond. From August I, a new issue (the 
Drive tenth) of 15s. savings certificates will be on sale, rising in value 
to {1 after seven years, compared with ten years in the case of 
the present issue. The effect will be to raise the annual yield on certificates 
held to maturity from £3 os. 11d. per cent., tax free, to £4 3s. 11d. The 
maximum holding of the new issue will be-600 units (£450); the limit on the 
present issue is being raised immediately from 1,200 to 1,400 units, and holders 
of the sixth and eighth issues are being offered an extension of the currency 
of their certificates, on an increased interest basis. 

A new issue of defence bonds has been made available still more promptly. 
From the beginning of this month, the 4 per cent. issue has been replaced by 
one carrying 44 per cent., and the tax-free premium on each bond held for 
the full ten years has been raised from £3 to £5 per cent. (giving a gross return 
over the ten years of 54 per cent.). The limit of holdings of the new issue, 
as of the last, is £1,000. Interest on deposits in the Post Office and Trustee 
savings banks remains at 24 per cent. (at which it has been fixed by statute 
since the last century), but the Chancellor has conceded a long-pressed demand 
by exempting the first £15 of interest from income tax—though not from sur- 
tax. Finally, the limit on deposits in the special investment departments of 
the trustee savings banks is to be raised from £1,000 to £2,000. 

These substantial concessions are expected to give the National Savings 
movement a strong impetus. They are certainly needed; in the budget year, 
new savings fell short of withdrawals by £35 millions, compared with a net 
saving of {60 millions in 1954-55. Part of the deterioration reflected losses 
to other savings media; equally, an improvement now may reflect switching 
in the opposite direction. So far, no changes have been announced in rates 
paid by the main competing channels of investment. Tax reserve certificates 
remain at 3 per cent., tax free, to which they were raised from 24 per cent. 
at end-February, as do rates on shares in the larger building societies—though, 
as the article on page 293 of this issue points out, pressures for an increase were 
making themselves felt even before this latest threat. 


THE introduction of the new lottery bond—which those prepared to delve 
back far enough into British fiscal history have found to be not entirely 
without precedent—is unlikely to be possible before the new 
The vear. So far, only the broad outlines of the scheme have been 
Premium firmly decided. The bonds are to be in units of £1; the initial 
Bond _ limit of holdings is likely to be 250, or a little more. The bonds 
will carry no interest, will be encashable at any time, and will 
rank for quarterly drawings for participation in a prize fund. This fund, equal 
in amount to 4 per cent. of the bonds outstanding, will be divided into tax-free 
prizes of a maximum of {1,000. It is not yet clear whether the drawn bonds 
will be redeemed; indeed, there are no signs so far that there will be a redemp- 
tion date on any bond. The administration of the scheme is to be in the hands 
of the Post Office, which will probably sell the bonds from a registered list and 
not over the counter. 
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THE Board of Trade has now begun publication of statistics of the estimated 
volume and nature of hire-purchase sales and credits outstanding. The 
estimates are based on a monthly enquiry first taken in October 

Hire- last; returns were received from 1,600 retailers, the nationalized 
Purchase gas and electricity area boards, and 262 hire-purchase finance 

Figures companies. These suggest that the hire-purchase debt out- 
standing to all retailers at the end of 1955 was {250-300 millions; 
and that a further {169 millions was owing to the reporting finance houses. 
In addition, an unknown amount must be attributed to the many small 
finance houses that have not responded in the enquiry; the official statisticians 
therefore estimate the total debt simply as “in excess of £450 millions ”’. 
This figure of itself is in no way alarming: it is not much more than 34 per 
cent. of total consumer spending (estimated at £12,677 millions in 1955), and 
it has to be remembered that a significant portion of hire-purchase credits 
finance non-consumer goods. 

The official survey has not been able to attempt any precise delineation 
of hire-purchase credits according to the types of goods financed, mainly 
because credits granted by retailers have had to be classified according to 
type of shop and not by type of goods. But a rough picture does emerge. 
In December, 1955, the weekly value of retailers’ sales on hire purchase (which 
overstates the credit extended by the amount of the deposit) is believed to 
have reached {£3 millions in furniture shops, £14 millions in hardware, radio 
and electrical goods shops, and just under {£500,000 in department stores. 
The finance houses, which finance some of these retail sales and virtually all 
H.P. business in motor vehicles and industrial equipment, showed the actual 
amount of new credits granted, but on a monthly basis. In December, this 
reached {15 millions for the reporting group. Of their credits outstanding, 
private cars accounted for 43 per cent., motor cycles and caravans for a 
further 8 per cent., and radio, television, furniture and household appliances 
together for only 13 per cent. One-third of the finance companies’ credits 
was attributable to non-consumer goods—commercial vehicles accounting for 
21 per cent. of the total, industrial and building plant for 7 per cent., and 
farm equipment, including tractors, for 3 per cent. 

It is not possible on the basis of the present figures to estimate the under- 
lying trend in the volume of hire-purchase credit, or to assess the effects of 
the recent restrictions. Monthly index numbers are published only from 
October, 1955, to February, 1956, giving no comparison with corresponding 
months in previous years. Hire-purchase sales by retailers did fall sharply in 
the four months, but a good deal of the decline was probably seasonal. The 
decline in new credits granted by finance companies was markedly smaller 
(which may reflect simply a greater recourse by retailers to finance house 
credits) and in February new credits were almost back to their October level. 

Meanwhile, the attempts on the part of some of the smaller finance com- 
panies to form an association have proceeded by fits and starts. Following 
considerable confusion and dispute, the companies do appear to have dropped 
the proposed misleading title of ‘‘ Industrial Bankers Association ’’—which 
the Board of Trade refused to sanction for incorporation—and have formed 
instead the Association of Industrial Finance Companies, which has been 
accepted as a limited company. 
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A Funding Budget 


R. MACMILLAN’S first budget is creditable and promising, and it 

is also a bitter disappointment. There is no inconsistency in these 

verdicts. They arise from the two distinct but exacting standards by 
which budget-making has to be judged in this eleventh vear after the end of the 
war. The first test is that of immediate need—the need to ensure and make 
plain that economic policy as a whole will be strong enough to restrain inflation 
and dispel the doubts about sterling. The second is the underlying need, now 
becoming almost equally urgent, for clear incentives to enterprise and efficiency, 
so that Britain’s economy may sustain itself in equilibrium by vigorous effort 
and virile growth, instead of by spasms of restraint hastily applied to check 
unhealthy tendencies and recurrent lurches into danger. The budget does well 
by the first test, but badly by the second. 

If a fully-employed economy can rarely if ever find safe opportunities for 
large reliefs in taxation, then it is only by a major re-casting of the fiscal 
system, a redistribution of the tax burden in the interests of incentive, that the 
second task can ever be achieved. This is surely a task dear to the heart of a 
Tory Chancellor, and this is the year in which it should have been begun. Last 
vear and before that, Mr. Butler could reasonably point to the need to await 
the final report of the Royal Commission; but that body completed its labours 
fully nine months ago, and long before that it had already indicated many ways 
of fruitful reform, some of which could be followed at little or no budgetary cost. 
Yet the budget speech last month entirely ignored this whole subject—without 
apology and without explanation. Mr. Macmillan himself, as the new boy at 
the Treasury school, may have the excuse that his course of cramming has been 
so choked with immediate problems as to leave no room for these wider ranging 
ones. But this cannot equally excuse the Prime Minister and the Government 
as such; they have to be judged by the results they achieve as a team, regardless 
of internal difficulties. Moreover, one of the budget proposals contemptuously 
slaps the face of the tax reformers, again without explanation. The increase 
in profits tax, by widening still further the gulf between the rates on distributed 
and undistributed profits, is precisely the opposite of what the Commission 
recommended, and is the second such step within six months. Mr. Butler, when 
he took the first step last autumn, had at least the grace to admit that “ here, 
our long-term interests diverge from our more immediate needs ’’—though it is 
hard to see how even those are served by so dubious an expedient. 

But if Mr. Macmillan has ignored the need for incentives to effort and 
enterprise, he has made a serious attempt to tackle the other side of Britain's 
long-term problem—that of restoring incentives to save. He regards his budget 
as a “‘ savings ’’ budget, and all but two of his positive proposals are pointed 
in this direction. The negative ones, the increase in tobacco duty and in profits 
tax and the coming withdrawal of the rest of the bread subsidy, are mainly 
designed to finance the concessions made to encourage savings; the only other 
concession, as the summary on page 256 shows, is that in family allowances. 
A growth of the habit of thrift would not only reinforce the drive for dis- 
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of it. 
+Provis:on made in original supply estimates (£2}mn. p.a.) 
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available to participants in “ group ” 

should indeed ensure a substantial contribution of this kind. 
in the past the cost of adequate provision for retirement has been prohibitive, 
because it has had to be found out of taxed income. In future they will secure 
tax relief on such part of their income (not exceeding 10 per cent. or £500) as 
is paid in premiums to procure retirement annuities. Now that the goal is at 
last brought within their reach, the self-employed are likely to save, net of 
tax, more than they previously saved gross when the eventual returns seemed so 


1950-57 
émn. 
Income Tax 
Savings Bank Iitevest—exemption of first £15 .. $.00 
Retirement . 4{nnuities—relief for premiums 7.00* 
Exemption of investment income of funds for retire- 
ment annuities and reassured superannuation funds 0.50 
Exemption of capital element in purchased annuities I.00 
Stamp Duty 
Reduction in certain rates of stamp duties on convey- 
ances of property other than stocks and marketable 
securities . - bin ‘> es a - 4.00 
Reduction in = duty on certain purchased life 
annuities .. 0.10 
Family Allowances | (from October I under sepi arate Ac t) 
Increase in age limit (for children at school or appren- 
ticed) a - ae: i 3 s r 
Addition of 25. a week for third and subsequent children 5.00 
Total concessions 25.60 
Customs 
Tobacco Duty—increase equivalent to 2d. on 20 cigarettes 27.00 
Bread Subsidy 
Second half withdrawn from September 30 12.00 
Profits Tax 
Increased on distributed profits from 273 to 30°, and 
on undistributed from 2} to 3°, 0.75 
Minor Change 
British Wine Duty . 0.35 
Total imposts - ei a we +-40.10 
Net effect on Budget - ey + 44. 50 
*The cost of this relief will depend on the extent to which those eligible 


THE FISCAL CHANGES AND THEIR EFFECTS 
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inflation now but would also ease the continuing problem of preventing full 
employment from repeatedly boiling over into inflationary excesses. If this 
stabilizing force can be extended, many current economic problems will become 
less intractable, both politically and economically, including the problem of 
easing the fiscal pressure upon enterprise—because that might then be done 
by lightening instead of merely redistributing the total load of taxation. The 
Chancellor may conceivably be reckoning that this indirect approach to tax 
reform, if such it is intended to be, is in fact the shortest approach to it. 

It would be optimistic, however, to expect his “ savings package ” to pro- 
duce any dramatic extension of saving in this real sense of thrift and abstinence. 
The long overdue relief to the self-employed, who have been unable to enjoy 


K-stimate for 
lull Year 
émn, 


LO. Oo 
30 50 


* 


m “Be 50 


2,00 


0,00 
60/80 .00 


25 ~00O 


390.00 


- © — 


81. 90 


-21.9/-41.9 


t ake 


advantage 








pensions schemes, 
For most of them 























4 FUNDING BUDGET 








little worth while. In other words, the resultant increase in true private saving 
should more than offset the reduction caused in “ public ’’ saving by the tax 
relief, so that there will be a net disinflationary effect. The Chancellor’s other 
aids to savings, the new facilities for “‘ National’ savers and the novel but 
contentious proposed lottery bond, the terms of which are detailed in a Note 
on page 253, will all work in the same direction. But as inducements to “ real ”’ 
saving—as distinct from inducements to hold liquid resources in these forms 
rather than other forms—they are much less effective devices than the oppor- 
tunity given to the self-employed. 


e< y 


SAVE TO FUND 

That opportunity will be strongly seized not because it increases the desire 
to save but because it permits a strong unsatisfied desire to be fulfilled. The 
problem elsewhere is the incomparably more difficult one of promoting the 
will to save; and the chances of doing this depend at least as much upon the 
general climate within the economy, including of course the future of prices, as 
upon the attractions of particular securities. It seems evident that in the fully- 
employed, welfare economy the motives for personal saving must always be less 
strong, even if reasonable price stability seems assured, than they used to be. 
The higher returns to be offered by the new savings certificates and defence 
bonds, even though these are little more than a recognition of the altered level 
of interest rates in general, are likely to provoke a substantial demand, espec- 
ially at the outset; so may the new income-tax exemption for the first £15 ol 
interest from savings deposits; and so especially may the prize bond, if it sur- 
vives the gauntlet of attack on moral grounds. If these devices enjoy even a 
reasonable measure of success, the sum they bring in to the Exchequer will be 
substantially larger, perhaps very much larger, than the amount of new assur- 
ance premiums saved by the self-employed. Yet their contribution to “ real ”’ 
national savings—written with a small 2—will almost certainly be much less. 

Only a small proportion of the expected additional net flow into National 

‘savings ”’ media is likely to be provided by a genuine net addition to real 
saving, and the bigger the flow the smaller the proportion will be. Most of the 
demand, and almost the whole of the initial demand, will come from switches, 
direct or indirect, from existing cash balances—balances in the banks, the 
building societies and even the hire-purchase finance companies. This does not 
mean that the Chancellor’s “ savings ’’ drive is unimportant and cannot exert 
any significant disinflationary effect. What it does mean is that most of this 
effect will be exerted indirectly, through the medium of monetary policy. 

It has never been more important than it is now that the Exchequer should 
be in a position to attract to itself and borrow a substantial slice of the accu- 
mulated and especially of the accumulating liquid funds. Monetary policy now 
bears a large part of the responsibility, and almost the whole day-to-day 
responsibility, for the effort at disinflation; its efficacy in this réle depends, as 
an article in THE BANKER last month explained in detail*, upon maintenance of 
due tautness in the banks’ liquidity ratios; yet this requisite is being repeatedly 
endangered by the Treasury’s difficulty, in present conditions, of refinancing 
without recourse to Treasury bills its endless progression of bond maturities. 


Should Liquidity Ratios be Prescribed :’’ See also the Note on p, 250 of this issue. 
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The new battery of “ small ’’ savings weapons, however little they may do to 
induce genuine new saving, will unquestionably help the Treasury to reduce its 
reliance upon bill finance. They will play their part in the funding process for 
which THE BANKER appealed last month as the means of keeping monetary 
policy effective. In short, though this budget may be remembered as the 
‘savings ’’ budget, it is much more accurately described as a “ funding ”’ 
budget. This, indeed, seems to be admitted by the Chancellor himself—for he 
listed first among his string of new slogans for the National Savings Movement 
this soul-stirring cry, “ Save to Fund ”’, a striking testimony to the virtues of 
truth in advertising. 

This slogan deserves to be noted for a more important reason than accuracy 
in nomenclature. It immediately followed a passage pointing out the desir- 
ability of reducing the money supply, of “ turning bank deposits into National 
Savings ’ by the process of repaying Treasury bills, and thus of causing the 
National Savings Movement to “ carry out a funding operation of the most 
effective and beneficial kmd’’. This approach, and this emphasis upon the 
virtues of funding, provide the key to the Chancellor’s principal extra-budgetary 
decision, which otherwise is liable to misinterpretation. 


EXCHEQUER FINANCE FOR NATIONALIZED INDUSTRIES 

Mr. Macmillan has unexpectedly taken the unorthodox and seemingly 
backward step of proposing that for the next two years all the nationalized 
industries shall be financed for all capital purposes except “‘ normal require- 
ments of short-term capital ’’ by the same method as the nationalized coal 
industry is financed—that is to say, by direct loans from the Exchequer, 
probably against terminable annuities, instead of by bank advances that are 
later repaid by market issues of government-guaranteed stock of the nationali- 
zation boards. The amount of such Exchequer finance, excluding that provided 
for coal, is to be limited to £700 millions over the two years, and £350 millions 
is expected to be required this year. The unexpected size of that sum is partly 
explained by the fact that it must provide for the gradual repayment of existing 
bank advances now standing at perhaps {70 millions (subject, however, to 
retentions or reborrowings for short-term purposes, which might aggregate £50 
millions at the peak); but the principal explanation is that a large sum for 
Transport has now to be added to the {200 millions or so absorbed by the 
other two major borrowers, Electricity and Gas. 

The oddness of this plan needs no emphasis. It is the reverse of that recom- 
mended by the recent Herbert Committee on the electricity industry (which 
went so far as to suggest that the industry's borrowings should be without aid 
of government guarantee). More curious still, it is the exact opposite of the 
policy that the Government has itself been developing for some years past, and 
is only now bringing to successful fruition, of diverting the local authorities 
away from the Exchequer (where they borrow via the Public Works Loan 
Board) and into the capital market. One of the major virtues of that policy, 
which Mr. Macmillan reaffirms, is that it is part of the funding process, since it 
saves the Treasury from borrowing on Treasury bills. Mr. Macmillan now 
complains that the parallel system for the nationalized industries gives only 
nominal relief for the Exchequer. The Treasury has not only to guarantee but 
also to underwrite their market issues; and the bulk of these have lately had 
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to be subscribed and carried by government agencies, causing the Treasury to 
increase the issues of tender Treasury bills. The eftort to keep down the effective 
floating debt and to hold bank liquidity taut has been correspondingly frus- 
trated; or, as Mr. Macmillan puts it, he has been kicking the ball through 
his own goal. 

The remedy he proposes is so to alter the rules of the game as to compel 
the lusty Treasury player who finances these boards to kick always and only 
through the Treasury goal. The City may be excused for wondering which side 
Mr. Macmillan is on. Is he really on the side of flexible money and the develop- 
ment of the market economy? Or is he blundering, however well-intentioned, 
in the opposite direction, with the risk that he (or some future Chancellor) may 
resort to other arbitrary rules in the effort to avoid the consequences of these 
backward kicks? That risk, and other undesirable ones too, are certainly 
inherent in the new plan, whatever the present intentions of the Chancellor and 
his advisers. Fortunately and paradoxically, those intentions seem to be 
strictly virtuous. Mr. Macmillan’s prelude to his “ Save to Fund ” slogan and 
his explanation of the new financing procedure together show that this 
expedient is intended neither as a convenient means of ridding the Treasury 
from an embarrassing competitor in the gilt-edged market (at the price of an 
inevitable weakening of the monetary weapon) nor as the precursor of a system 
of compulsory and variable liquidity ratios as the means of sterilizing a resultant 
expansion in the supply of bills. 

Mr. Macmillan’s comments on that last subject were, however, regrettably 
inconclusive ; he merely confirmed that the existing statutory powers 
would suffice to establish such a system, emphasized that the existing system 
‘“ has on the whole worked well’’, that British banking has shown its ability to 
‘“ combine tradition with flexibility’, and that ‘“‘ many things are better done 
on a voluntary basis ... by unwritten law rather than by prescribed code ”’ 
But if this particular passage left the issue of monetary policy tantalizingly in 
doubt, other passages made it tolerably clear; and any remaining uncertainty 
was removed by the funding operation that followed hard on the heels of the 
budget—the issue for cash of a £250 millions tranche of the 33 per cent. Trea- 
sury Stock, 1979-81, offered at 81. The new plan for the nationalized industries, 
despite its backward kicks, is intended to enable the Treasury team as a whole 
to score more goals than it gives away. In other words, it is hoped that the total 
recourse to Treasury bill finance may be less under the new plan than it would 
have been under the old. 

This hope rests on the reasonable hypothesis that it will be easier for the 
authorities to sell direct Treasury stocks tailored and timed to their own 
requirements than to sell not only such stocks but also guaranteed stocks that 
must be tailored, more or less, to fit the nationalization bodies and must be 
timed partly by reference to the extent of their borrowings from the banks. 
If these technical advantages are fully capitalized by a vigorous and courageous 
selling policy, the objective of reducing the dependence upon bills will unques- 
tionably be attainable. There is, perhaps, still room for doubt whether the 
policy will be as realistic as that; but even the declaration of intent marks an 
important advance. It means that the authorities recognize at last that mone- 
tary control not only rests upon regulation of bank liquidity in its wider sense 
but must operate upon it directly. More important still, it means that, having 
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BUDGET ESTIMATES AND EXCHEQUER OUT-TURN 
(£ millions) 
ABOVE THE LINE 





1955-56 





1956-57 
Estimates 


1956-57 


1955-56 


Revenue 


Income Tax 

Surtax . 

Death Dutie s 

Stamps 

Profits Tax and “Excess 
Profits Tax .. 

Excess Profits Levy , 

Other Inland Reve nue 
Duties .. ; a 


TOTAL INLAND REVENUE 


Customs and Excise 
Motor Duties 

TOTAL TAX REVENUE 
Post Office (Net Receipt) 
Broadcast Licences aa 
Sundry Loans 
Miscellaneous 


Total Revenue 





Receipts 
Interest outside Budget 
Export Guarantees— 

Repayments .. 
~~ Rece wee 
Votes .. 

Local Authorities— 
Repayments .. 
Post. Office Capital Re- 
payments from Votes 
Raw Cotton Commission: 

Net Repayments ; 
National Coal Board—_ 
Repayments .. a 
Iron and Steel 
New Towns-—— 
Repayments .. 
Town and Country Plan- 
ning Acts— 
Repayments .. 
Potato Marketing Board— 
Repayments . : 
Anglo-Turkish Arma- 
ments Credit— 
Repayments 
Other Repayments 


from 


Total Receipts 


| Out-turn | 
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26 
30 
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4,893 


' Budget 
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4,893 | 
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sefore 
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Expenditure 


Interest on Debt .. 
Sinking Funds 
Northern Ireland. . 


Miscellaneous 
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Payments 
Interest outside Budget .. 
Export Guarantees 
Post-war Credits .. 
Excess Profits Tax Re funds 
War Damage 
Scottish Special Housing 
Armed Forces—Housing 
Loans to Local Authorities 
Loans to Northern Ireland 
Exchequer 
Loans for New 
Development .. 
Post Office Capital 
penditure oe - 
Loans to Independent 
Television Authority 
Loans for Development of 
Inventions 
Town and Country Plan- 
ning Acts— 


Towns 


Ex- 


CONSOLIDATED | 


Supply Ex- a 


Compensation Payments | 


Overseas Resources 
solonial Development 
Loans to Potato Market- 

ing Board ics Sa 
Loans to Sugar Board 
National Coal Board 

Capital Expenditure, 
Loans to other National- 

ized Industries 


Total Payments 


Total Payments 


ete. | 


' Out-turn 
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10 
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37 
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titems below the line are:— 
Receipts applicable by statute to debt interest which would otherwise be paid out of revenue. 

2. Receipts applicable to debt redemption. 

3. Payments for which the Treasury has power to borrow. 
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considered the methods of such direct operation, the authorities are electing for 
the method urged in THE BANKER last month—the method of funding, as 
distinct from arbitrary intervention. 


Enough Disinflation? 


The upshot of the above analysis is that the savings drive will certainly, 
and the new plan for the nationalized industries probably, reinforce the effort 
at disinflation. This conclusion considered by itself does nothing to show, 
however, how far the budget satisfies the first test noted at the outset of this 
article: will the total effort at disinfiation now be strong enough? 

A few weeks ago, when the first soft spots began to appear in the economy, 
it seemed reasonable to hope that sufficient disinflationary pressure had been 
injected into the pipe lines already, that the monetary and other restraints 
applied during the preceding twelve months would henceforth develop sub- 
stantial and cumulative effects, so that in budgetary policy there would be 
need to do little more than hold the line. Since then, the easing of the force 
of demand has remained strictly localized, short-time working in the Midlands 
has actually diminished, and approvals of new building plans have remained 
high—facts that shed doubts upon that first assessment. Mr. Macmillan 
evidently shares these doubts. True, his budget fortifies his surplus by only 
{15 millions; but he counts upon his proposals as a whole to exert a much 
bigger additional disinflationary pressure than that. 

The net new effect is not, of course, related to the absolute size of his above- 
line surplus, which before the budget was prospectively £445 millions and afier 
it becomes £460 millions. These figures may look impressive, but it has to be 
remembered that what the Chancellor admits to be the “ severe ”’ inflation of 
the economy arose in spite of the fact that a “ disinflationary ”’ surplus of 
almost £400 millions was realized last year; the big excess of that surplus over 
the original estimate was, indeed, largely the result of that inflation. Since the 
economy was no less brimfull at the year-end than it was at the beginning, a 
surplus of at least the size achieved in 1955-56 was likely to be needed in the 
new year merely to prevent the budget from injecting a new dose of inflation. 

Above-line expenditure in 1956-57 was estimated at {249 millions more than 
was actually spent last year, {121 millions being for civil departments, {94 
millions for defence and £32 millions for debt service. Thanks to the tax 
increases imposed last autumn, the prospective revenue was expected to out- 
pace this rising expenditure. But much of the buoyancy of revenue is merely 
a reflection of the fact that this year’s tax collections will relate to incomes (and 
expenditures) as increased by the recent rises in wages and salaries, which have 
vet to exert their full effect upon the structure of domestic costs. The pros- 
pective increase of {48 millions in the above-line surplus could not prudently 
be reckoned as affording any perceptible new disinflation—especially as certain 
additional expenditures are already in sight. 

The prospective reduction of £85 millions in net expenditure “‘ below-line ' 
had likewise to be excluded from this sort of reckoning. It is more than 
accounted for by the expected further decline of {121 millions in net new 
borrowings by local authorities from the Public Works Loan Board—through 
the switch in financing that puts a new demand upon private savings. This 
change enabled the Chancellor to point to a virtual balancing of his accounts 
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‘ overall ’’—before the debiting of the £350 millions expected to be needed for 
the nationalized industries. But in the reckoning of disinflation the contribu- 
tion from this swing into overall balance, as compared with last year’s realized 
overall deficit of {141 millions, has mostly to be assessed not in the budget 
context but in that of monetary policy. . Like the contribution that will come 
from the switch of liquid funds into the new savings securities, it is a means of 
enabling the Treasury to reduce its dependence upon borrowings from the 
banking system, and thus increases the authorities’ power to tighten bank 
liquidity—if they choose to do so. 

Mr. Macmillan did not analyse his problem in this way, nor did he attempt to 
assess the trend of ‘‘real '’ demands and available supplies in the economy as a 
whole. He simply judged that it was better to err on the safe side, and therefore 
ensured that his two measures to protect this year’s surp!lus—the tobacco tax 
and the dropping of the bread subsidy—would leave a margin in hand after 
financing the £25 millions of concessions. The amounts involved are small, but 
the principle is conservative—since {20 millions of the concessions comprised 
-the “savings package’’, which should yield a disinflationary offset in the 

several ways already explained. In the circumstances, there was no budgetary 

reason and certainly no economic reason for the retrograde move in profits tax. 

The Chancellor sought to justify this by the curious assumption, for which 

he gave no reasons, that because he had added to indirect taxation he ought to 

add a similar amount to direct taxation, and profits tax was a better target 

than income tax; so much for science in budgeting. And he then argued that 

although the impost will contribute nothing to the Exchequer this year, the 

£30 millions expected next year “ will, in fact, be saved ”’ by businesses this 

year. Naturally the companies will take immediate account of it, but it could 
not have that effect unless it were to lead them to reduce this year’s distribu- 
tions and this year’s actual capital expenditures by the full amount of the tax, 

which is almost inconceivable. Most of it, instead of being “‘ saved ’’, will even 

next year merely represent a draft on savings, in the form of undistributed 
profits. Then, no doubt, it will be regarded as “ financing ”’ the sharply rising 

Exchequer cost of the concession to the self-employed. This is indeed budget- 

ing through-the-looking-glass; the Chancellor deems it necessary to finance a 
concession that is self-financing because it stimulates savings, and then he 
chooses for the purpose a tax that is self-cancelling because it destroys savings. 

These needless antics fortunately do not alter the fact that the fiscal changes 
will exert a bigger disinflationary force than their net effect upon the surplus 
might imply. But this force was still less than Mr. Macmillan judged necessary. 
He declared that he would have had to impose “ very heavy ”’ increases in 
taxation if he had not felt able to count upon new savings in government 
expenditure. A “ continuous and comprehensive ”’ review is being put in hand 
with the object of saving “ not less than {100 millions in this current year on 
services provided for in the Estimates as published ’’. Promises of retrench- 
ment have been given and broken many times in the past, but this one has been 
voiced with unusual solemnity. Perhaps it will enjoy a better fate. If it does, 
and if the cuts are genuine ones, the total new disinflationary effect of this 
budget may indeed be substantial. But a large part of that pressure, as of the 
pressures already operating, has to be exerted through the processes of monetary 
pohcy. It is now the duty of the monetary authorities to seize the opportunities 
offered to them. 





























Too Much Investment ? 
By J. E. Hartshorn 





has been striving to restrain for the last fifteen months was identified by 


ft most important initiating factor in the inflation that the Government 


the Chancellor in his budget speech as “ the upsurge of industrial invest- 


ment ’’. That diagnosis is in itself disturbing. 


lor the expansion of fixed 


investment in 1954-55 was concentrated more upon productive than on social 


investment, which is a welcome shift of emphasis. 


Moreover, the core of it 


seems to have been the first “ natural ’’ upsurge of private re-equipment and 
expansion of capacity in British manufacturing industry since the war— 
which the economy sorely needs. But ought the strain on the economy to 


be attributed so simply to this one cause ? 


To examine this generally accepted view one needs to consider the whole 
course of the boom, measuring it from the low point of the middle of 1952, 


when industrial output turned upward following the recession. 


For the next 


three years production rose sharply, though at a slackening rate of increase: 
by about g per cent. in the first year of recovery (to mid-1953), 7-8 per cent. 


in the second year, and 6-7 per cent. in the year to May, 1955. 


But from 


last May onwards industrial output (seasonally adjusted) levelled off on a high 
plateau, remaining roughly level for the remainder of 1955; in the first months 


of this year it appears to have turned slightly downward. 


The increase in 


output in the non-industrial sectors of the economy was less sharp, as usual, 
though it seems to have continued after industrial output levelled off last 
vear. Official estimates of total output in the economy—the gross domestic 
product—are published only on an annual basis: the rise appears to have been 
by about 4 per cent. between 1952 and 1953, by about 4} per cent. between 


1953 and 1954, and by about 33 per cent. between 1954 and 1955. 


Where did this extra output go—or, rephrasing the question, which were 


the elements of demand that generated it ? 


In Table [ an attempt has been 


made to show the changes in real demand and supplies over the whole period, 
looking back indeed beyond the recent boom to 1950, to indicate the way in 
which the great increase in defence demand at that time—which did not, 
however, offset the ensuing recession in the soft goods industries or even 


prevent some slack from reappearing in the engineering industries 





later car- 


ried over into a commercial boom. The table, adapted from the blue book on 
National Income and Expenditure, 1955, and the Economic Survey, 1956, 1s 
open to considerable reservations, because of official amendments to the 
absolute figures in current values and possibly to the price indices used; but 


it may serve to draw together the 


‘ 


‘changes in real resources’’ tables of 


successive Surveys and to formulate the trend over the whole boom period. 

The table certainly suggests that fixed investment during the boom period 
since 1952 gained a much larger share of the extra resources that had become 
available in the economy than it represented of total home supplies in 1952 
—though the longer comparison with 1950 shows an increase that was little 
more than proportionate. Fixed investment took, indeed, about a quarter of 


all the extra resources that became available during the three years (reckoned 
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by accumulating the changes throughout the period). Nevertheless, its share 
of the gross domestic product, in real terms, rose only from about 14 per cent. in 
1952 to about 16 per cent. in 1955. 

This gain in the share of investment in the extra resources produced by 
the boom was primarily at the expense of Government current expenditure, 
and only to a very slight extent at the expense of consumption. Government 
expenditure, which took fully a quarter of the extra resources available between 
1950 and 1952, for the defence programme, remained at a high level in the 
ensuing years of the commercial boom, but showed no further increase. During 
1954 and 1955, indeed, its demands actually declined, releasing extra resources 
in addition to those supplied from growing output and imports. 

Consumption rose roughly in line with home output during the boom, after 
having been squeezed in the previous two years; it did not rise quite as much 
as the total volume of supplies available. It took up about 53 per cent. of 
total supplies in 1952; it obtained just under half the extra real resources that 





TABLE I 
COMPONENTS IN THE BOOM, 1950-55 
(4 millions at 1954 factor costs) 





Changes from Changes from 
1950 1951 Totals 1952 1953 1954 Totals 
to to 1952 to to to 1955 
1951 1952 1953 1954 1955 
Home output ad ». + 580 — 50 14,320 -+- 540 -+- O85 +525 16,075 
Imports — - ~> + 455 — 345 3,245 -+-205 +-155 +350 3,950 
Total supplies... ~. +1,035 — 395 17,505 4-745 +840 +875 20,025 














Consumers’ expenditure .. — T10 - 80 9,300 +-400 +440 +290 10,430 
Government spending oe oot IQS +285 2,905 +. 80 — 25 — 55 2,905 
Fixed investment .. ¥ —- 35 + 10 1,965 +225 +-180 +-185 2,555 
Increase in stocks .. + + Bas — 540 50 +- 795 —-- +210 335 
Exports id vs .. -» ee — 70 3,285 —- 35 +245 +245 3,740 

Total expenditure »» +1,035 — 395 17,505 +745 +840 +875 20,025 


were supplied in the next three years; and it still represented about 52 per 
cent. of total expenditure and supplies last year. 

From these aggregates, the broad outlines of the boom look fairly clear. 
Fixed investment is confirmed as “‘ the main expansionary force in the 
economy at the present time ’’—though neither in 1954 nor in 1955 did it rise 
as much, in real terms, as in 1953. During these years the levelling off and 
later actual decline in Government expenditure made a good deal of room for 
the extra growth of investment; but consumption hardly gave an inch, 
increasing roughly in proportion with home output. In 1953 and 1954, 
however, the rise in fixed investment and in output as a whole was not 
accompanied by any significant increase in the rate of stockbuilding, which 
eased matters; imports did not rise as much as might have been expected, 
nor in 1954 as much as exports. In 1955 there was a sharp increase in stock- 
building, amounting to more than the increase in expenditure on fixed invest- 
ment. The slightly smaller rise in real output was not enough to meet these 
combined demands: imports of goods and services rose sharply, by about 
£100 millions more in real terms than the continued increase in exports. 
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No official action was considered necessary to curb this boom until after 
the balance of payments took a turn for the worse towards the end of 1954, 
as the rise in imports gathered momentum. The balance of payments 
remained unsatisfactory throughout 1955 and the gold and dollar reserve fell 
by nearly a quarter. Measures to restrain internal inflation—if one ignores 
the electioneering budget as a political aberration—were fairly steadily rein- 
forced. Analysis of the internal economy may nominate as the key feature 
of the 1955 boom the way in which earnings outstripped productivity, the 
successive rounds of wage increases, the steady advance in consumer prices 
or even, more esoterically, the lengthening of order books in the capital goods 
business. But it was not these—or these only incidentally—that provoked 
Government action; in 1955, as in most years since the war, it was primarily 
the impact of these internal inflationary pressures upon the country’s external 
situation that gave the signal. Given Britain’s slim margin of reserves, this 
is inevitable: the two primary considerations in trimming the internal economy 
must be the effect of home demand on the trade balance and the nurture of 
foreign confidence in the country’s stability. Analysis of the 1955 boom, 
therefore, requires closer attention to one particular sector that generated 
much of the additional demand for imports, simply because it was under 
exceptional pressure. That sector was the metal-using industries. 

One-third of the total increase in imports during 1955 was composed of 
metals and metal-making materials, half of it imported steel to make up the 
margin by which steel output, although increased, fell short of the expanding 
demand from these metal goods industries. Much of the extra coal and oil 
imported, too, must have gone directly or indirectly to support their output. 
This expanded by about g per cent., rather more than in 1954. This increase 
was twice as large as industry in general achieved—partly because these 
industries obtained two-thirds of the total increase in civil employment. As 
the latest Economic Survey comments: “ The structure of the economy 
changed in the direction of producing relatively more metal goods, but it 
could not change as fast as the pattern of demand required’’. That was 
true of the industries themselves; and even truer of their suppliers. More 
machinery had to come from abroad. Though metal goods production in 
general, and the building of plant and equipment in particular, make com- 
paratively small demands on the total import bill in the normal way, there 
seems little doubt that during the expansion of the last three years their extra 
supplies have had an unusually high marginal import content. 

These industries have been under the greatest strain of any industrial 
group in the economy precisely because they form the arena within which the 
different major sectors of demand compete most directly. They supply about 
half of Britain’s exports, if the metals producers are counted with them; the 
remainder of their products is divided between Government consumption— 
primarily defence—metal goods for home consumption, and various forms of 
investment. Table II, following figures produced by the Economic Com- 
mission for Europe from the table of metal goods given yearly in Britain’s 
Economic Surveys, sets out the shares that these major competing sectors of 
demand have obtained of metal goods supplies in Britain during the past five 
years. The basic figures have been rearranged to exclude the miscellaneous 
residual element of “‘ other industrial goods, repair work, and stock changes ”’ 
which the Economic Survey does not classify; and all the output, imports, and 
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supplies are expressed as percentages of the total factory value of metal goods 
supplied in 1952, the year during which the current boom began. The method 
involves much over-simplification, but it does bring out the basic trend. 
Defence demands upon these industries, it will be seen, reached a peak in 
1954 and levelled off last year; investment other than in passenger cars 
for business rose steadily, and more sharply last year; and exports of metal 
goods, which slipped back in 1953, resumed their moderate increase (the 
difference between 1953 and 1954 being exaggerated somewhat by delays in 
shipments following the 1954 dock strike). But none of these three sectors 
of demand increased at anything like the rate of deliveries of consumer goods 
to the home market or, most of all, the deliveries of cars to the home market. 
Although these are still small shares of metal goods output when compared 
to defence, investment and exports, they have accounted for a very large part 
of the extra supplies that have become available since 1952. Reckoning all 
the extra supplies cumulatively since that vear, cars on the home market have 
accounted for about 26 per cent., metal consumer goods sold at home for 
about 15 per cent., investment excluding cars for perhaps 35 per cent., exports 


TABLE II 
OUTPLT AND DISTRIBUTION OF METAL GOODS IN U.K.* 
(Total supply in 1952 = 100) 

1950 [O51 1952 1953 1954 

Home deliveries .. i ba 5 SO O35 g6 IOI III 
Imports .. es bs me - 2 : 4 4 3 
Total supply - gi - OI 8 105 114 

to 


Defence .. + his i oa 17 17 
Investment % Ks = ‘ 3: : 36 40 
Cars for home market .. ii - 5 7 
Consumer goods for home market ‘a ( 10 II 
Exports .. - a - ss 3 é 38 37 39 43 
* Excludes “ other industrial goods, repair work, and stock changes’’, also defence research 
work and offshore purchases of metal goods. 


for about 11 per cent., and defence for about 13 per cent. The extent to which 
this boom, at least as it has affected the metal-using industries, should be 
called an investment boom rather than a boom in consumer durables for the 
home market depends largely upon how many of the extra cars coming on to 
the home market one calls business “ investment ’’ and how many one 
attributes to private motoring. Without seeking to trace marginal import 
demands too closely, the point may be sufficiently underlined by recalling the 
fact that a high proportion of the expensive foreign steel imported in 1955 was 
body sheet for motor cars and another significant part tinplate to satisfy such 
marginal needs of the British citizen as canned pet food. 

Obviously, there is no profit to be gained from too much heart-searching 
about which particular drop of water makes the pail overflow. But in terms 
of pressure on physical resources in the economy—leaving aside the question 
of wage inflation, which has been exaggerated in its actual effect so far though 
not in its dangerous implications—this competition of the frills of investment 
plus private consumers’ demand for metal goods with more solid investment 
and export supplies seems to me to have been the central difficulty of the 
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1953-55 boom. Considerable emphasis has recently been laid upon the way 
in which the rate of ordering machine tools, and probably other plant and 
equipment as well, increased in 1954 and 1955 beyond the capacity of these 
industries to deliver equipment, and on the way in which approvals of plans 
for new factory space and starts of actual work on these factories shot up 
during the two years. That surge of demand for future investment is 
obviously important—it seems likely to ensure, for example, that the growth 
of actual fixed investment in Britain will continue at a fairly high rate during 
1956 and into 1957. But it has not in fact lengthened the orderbooks of the 
industries that make machine tools and other metal capital goods very 
considerably ; until 1955, fresh orders booked had not been keeping pace with 
deliveries in most of these industries. The growth of demand for factory 
building, which is generally agreed to be more easily accommodated, since this 
is a fairly small sector of total building activity, does not even seem to have 
increased the accumulated load on this part of the building industry. Reckon- 
ing factory space started in terms of the rate of completion, and factories 
approved but not started in terms of the rate of starts, the whole “ order- 
book ’’ of the factory builders appears now to be declining. 

A real difficulty, certainly, is expressed in the Economic Survey’s comment 
that: 

At present this growth of investment, added to a rapid increase in stock- 

building, is imposing a strain on the economy, and is claiming too large a 

share of those types of industrial production which are most in demand in 

foreign markets. 

Fluctuations in the rate of stockbuilding, also, concentrated the effect of th> 
rise of industrial production on imports largely into 1955. Although the rise 
in Britain's exports last year was disappointing, in view of the excellent 
trading opportunities overseas and the much greater advantage its com- 
petitors took of them, this was perhaps less significant in affecting the balance 
of payments—and consequently Government action to restrain the boom— 
than the bunching of increased import demands. Moreover, plant and 
machinery are not the only “ types of industrial production which are most 
in demand in foreign markets ’’, nor the only metal goods that Britain has 
been able to sell highly successfully in recent years. The flood of new cars 
for motoring inside Britain, encouraged by relaxations on hire purchase and 
by tax reductions, very naturally permitted some corresponding relaxation in 
the export efforts of the motor industry—less in promotion of exports, perhaps, 
than in seeking to design cars to the taste of motorists outside Britain. 

This central difficulty of 1955, however, seems merely to emphasize a 
deeper dilemma. The encouraging element in the rise of investment during 
the last two years, as may be seen from Table III, has been the extent to 
which social investment, especially in housing, has moderated its claims to 
leave room for investment in more directly productive fixed capital, and 
particularly in manufacturing investment, the main source upon which the 
British economy must rely for its future expansion. The rise in manufac- 
turing investment—in real terms, about 28 per cent. between 1953 and 1955, 
with forecasts of a further rise of, say, 17 per cent. this year, from the Board 
of Trade’s new sample of companies—has admittedly been during a period of 
official encouragement, by exhortation to “ invest in success”’ and by the 
granting of tax allowances to subsidize re-equipment. Nevertheless, most 
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observers would agree, I think, that the actual increase derived far more 
from a growth of confidence among industrialists—in the return towards a 
freer economy, perhaps also in the political trend, but particularly in a steady 
expansion of demand for their products, which is the healthiest reason for 
investment. 

That confidence in continued expansion was based largely upon the very 
rise in consumption expenditure that has pressed so hard against the claims 
of investment and exports in key industries, and to some extent upon the other 
elements in current inflation: it reflected the feeling that in momentum as 
well as habits, in productivity as well as in high wages and purchasing power, 
Britain was taking on some of the dynamic characteristics of an American- 
style economy. Can that confidence survive the realization that in the 














TABLE III 
GROSS FIXED INVESTMENT, 1950-55 


(£ millions at 1948 prices) 








1950 1951 1952 1953 1954 1955 

By industry group: 
Agriculture, forestry and fishing .. 79 74 O1 63 69 72 
Mining and quarrying “ye - 30 30 37 40 Or 71 
Manufacturing hs “a ¥a 427 445 428 418 443 530 







Building and contracting .. a 22 27 35 33 30 45 
Gas, electricity and water .. 4 151 181 178 193 226 234 
Transport and communication - 193 172 155 196 193 203 
Distribution and other services .. 147 132 109 130 150 209 






New dwellings i: - Ma 315 318 388 496 510 480 
Social services a - i 69 71 74 73 75 72 
Other public services " Sa 52 51 51 57 60 58 
Legal fees, stamp duties, ete. bs 45 51 41 38 41 45 






Total - se : 1,570 1,552 1,500 1,743 1,551 2,019 








By type of asset: 
Vehicles, ships and aircraft. . ‘ts 240 212 18S 235 257 2093 
Plant and machinery se 4 552 O15 579 593 O56 747 

























New dwellings 7 a oe 315 318 358 490 519 490 
Other new buildings and works* .. 427 404 405 416 447 499 
Total 5 P2 i 1,570 1,552 1,500 1,743 1,581 2,019 


*Includes legal fees, stamp duties, etc. 


British economy to-day one needs the brake almost as soon as the accelerator 
has really begun to work ?_ So far, I think, it has survived to a considerable 
extent. But it has brought into the foreground a central question to which 
the Government's recent White Paper on ‘‘ The Economic Implications of [ull 
Employment ”’ is only a cautious and perhaps even an oblique approach. In 
my own view, emphasis should be put upon the rate of expansion in the 
economy rather than upon the fullness of employment—which is indeed not 
at present adequately measured either by the percentage of unemployment 
or the proportion of vacancies to numbers of people out of work, since 
employment has been able to grow during the boom much more than would 
have seemed possible from either figure. The question might better be 
posed as: “‘ What is the maximum rate of continued economic expansion that 
Britain, as now placed in the world, can achieve—and also afford? "’ And it 
requires humble study rather than confident exhortation. 
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As I See lt... 


By Sir Oscar Hobson 


























down in a few simple sentences what I hoped or expected—let me say 

required—of the budget. This is what I wrote :— 

Tests the budget must satisfy:— 

(1) It must be non-inflationary in the sense of achieving a genuine 
‘“ over-all ’’ balance, including provision for all public sector borrow- 
ing not effected in the market; 

(2) It must provide an effective stimulus for savings either through 
suitable adjustment of the incidence of taxation or through the 
device of new securities or new methods of appeal ; 

(3) The budget speech must convince both sides of industry that the 
Government intends, at all costs and whatever the effect on full 
employment, to stop the inflationary rise in prices. 

It seemed quite easy to say—in imprecise, general terms—what the budget 
ought to do. But now, as I write this early on the morning after the budget 
(having carefully avoided colouring my judgment by reading what my fellow 
financial scribes have said about it) I find it not at all easy to decide how well 
Mr. Macmillan’s eftort stands up to my tests. 

Undoubtedly, it comes best out of number two. The Chancellor has striven 
manfully to provide new incentives for saving both by offering new streamlined 
vehicles—and risking the grave displeasure of the churches in the process— 
and by the important Millard Tucker and Savings Bank deposits concessions. 
In plumping for the premium bond issue—which incidentally won't yield much 
n the way of practical results in the current financial year—Mr. Macmillan has 
viven us a sample of that boldness with which he has been credited. But his 
courage has not been equal to swallowing any of the various proposals for 
securities having a capital value variable with a price index. Evidently, the 
Treasury fears that any official recognition of the possibility that the pound 
may lose purchasing power in the future (even though it has done so for ten 
consecutive years in the past) would be liable to disturb overseas confidence 
in sterling—though it would seem just as easy to argue in the opposite sense. 
However that may be, it is very improbable that we shall get any dramatic 
increase in national saving until full confidence in the stability of sterling has 
been restored. Not until the short-run urgency of greater national saving has 
vanished are we very likely to get it. In his speech the Chancellor in effect 
admitted as much. 

That brings me to test number 1. Does the budget honestly promise over-all 
balance? I don’t know, but I have my doubts. Mr. Macmillan made no attempt 


()i the day before the budget I thought it might be a good idea to put 
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to emulate his predecessors in office by measuring the inflationary “ gap ”’ and 
showing how his measures would close it. As one who has always viewed such 
calculations with great distrust, I make no complaint at all about that. But in 
his treatment of this part of his subject there were some significant omissions. 
He said nothing of the costs of our army in Germany which, even if the German 
government proves less obdurate than its finance minister has done so far, may, 
I suppose, land us this year into a bill of £20 or £30 millions for which the 
estimates make no provision. I hesitate to mention the uncovered railway 
deficit, a subject on which this, like previous governments, seems to be so 
sensitive, but Mr. Macmillan said nothing about that either. Yet it is unques- 
tionably part of the inflationary “ gap ”’ and not so negligible a one either, since 
it too will run to £20 or £30 millions. 

However, the main issue here concerns the extra burden which the below - 
the-line budget is to take on through the change in the method of financing the 
capital programmes of the nationalized industries. This is a very remarkable 
transaction. One of the important anti-inflationary devices adopted by Mr. 
Butler six months ago was to deny the larger local authorities access to 
Exchequer funds, to push them out into the open market and to subject even 
the smaller authorities, to which the Local Loans Fund remained open, to the 
discipline of open market rates. Now the opposite treatment is to be applied to 
the gas and electricity and transport undertakings. While the local authorities 
are being chased out into the wilderness of the private sector, the nationalized 
industries are ordered to retreat from the private into the public sector. Their 
borrowings, with a limit of £350 millions in each of the next two years, are to be 
accommodated in the below-the-line budget, which Mr. Macmillan had no 
sooner balanced than he thereby threw into deficit again. 

He made a great point about this step. It would give the authorities better 
technical control of the situation and “‘ enormously assist "’ them in facing the 
problems of dealing with the floating debt. I am not terribly impressed. It 
is the sort of suggestion which one can rely on always being put forward by 
controllers. They love to have everything under their hand. It seems plain 
that in effect it will mean that Electricity and Gas will be borrowing short 
for their capital programmes whereas they ought to be borrowing long. It can, 
of course, be said that that is precisely what they have really been doing 
recently. Mr. Macmillan was commendably frank about this. He agreed that 
last year’s Gas and Electricity stock issues had had to be largely taken up 
‘“ inside ’’, out of official funds, provided by the issue of Treasury bills. This isa 
fact which it has hitherto been left to private commentators to discover and 
bring out into the open, the authorities doing their best to conceal it. 

Mr. Macmillan said that this was a temporary expedient. He seemed to 
support the Herbert Report which stressed the need for strengthening the 
financial autonomy of the nationalized undertakings. He came near to describ- 
ing his decision as recoiling in order to jump the better. Well, that is a justi- 
fiable manoeuvre—provided you really intend to jump. But one knows from 
bitter experience how difficult it is to retrace steps taken in the wrong direction. 
If the Chancellor could really show that he could more effectively control the 
investment expenditure of the nationalized industries by making them feed 
out of the Exchequer spoon, there would be more to be said for his decision. 
But despite his passing reference to “‘ paying the piper ’’, he made no point 
about this—and, after all, the investment expenditure of the nationalized 
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industries is already under the control of, and has recently been cut at the 
instance of, the Treasury. So the merits of this differentiation between local 
authorities and nationalized boards remain, shall we say, unproven. 

To come back to the main point, we are left with this situation—that if 
Mr. Macmillan’s budget is to pass my first test, we have to assume that there 
will be available to the public sector through savings collected under the aegis 
of the National Savings Committee or otherwise, i.e. private savings not em- 
ployed in private sector investment, a sum amounting to £350— £400 millions. 
On the face of it that was a pretty tall order. The Chancellor himself clearly 
thought so. He contemplated imposing “ very heavy increases in taxation”’. 
But fortunately he was able, “‘ fortified by the willingness of my colleagues ”’, 
to produce (prospectively) like a rabbit out of a hat £190 millions of additional 
administrative economies. In view of all that past Chancellors have said about 
the impossibility of securing any more worthwhile administrative savings 
without resort to big changes of policy, it ought to be quite a job to get this 
{100 millions of genuine economies—not mere under-spending—in the next 
fifty weeks. All I can say is: Good luck to you, Chancellor. And when you 
have got us that {100 millions you can get us some more. Meanwhile, even with 
the {100 millions can we be sure that the overall balance is secured? 

Well, but now what about the final test?) Has the Chancellor put it over on 
the mass of the people that he really means business? Has he brought it home 
to the working man that there is going to be no new round of wage advances 
this year and to the boss that if he grants advances he will probably do so at 
the expense of cutting his profits to ribbons and very likely pushing them into 
the red? Did Mr. Macmillan rise in the House of Commons on April 17 as 
Chancellor and sit down as Iron Chancellor? 

lam afraid not. His speech had merits. He faced the situation honestly. He 
avoided making some mistakes made previously by his predecessor or by him- 
self. He resisted the temptation to be sanguine. Nor did he declaim, as he has 
done before, about the danger of a repetition of the unemployment of the 
thirties. That has always seemed to me about as sensible as calling out to a 
man in a burning house: “ The house is on fire. Get out. But mind you don’t 
run back into the river ’’. He said, on the contrary, that it is easy to turn the 
tap on again once you have succeeded in turning it off. That is the opposite of 
the philosophy of the early ‘thirties when it was said that you can take the 
horse to the river but you cannot make him drink. But, of course, it is true of 
the circumstances of to-day. To-day the horse is a toper; he doesn’t need to be 
persuaded to drink. I am glad that Mr. Macmillan has been convinced of 
that at last. 

Yet, if unexceptionable in a negative sense, the budget speech was not 
inspiring. Though with his profits tax increase Mr. Macmillan leaned over 
backwards, to be conciliatory to his political opponents, as Tory but not 
Labour Chancellors do, I don’t suppose for a moment that he has bought off 
any opposition. 

To be sure that does not in the last analysis matter much. If Mr. Macmillan’s 
measures, fiscal and monetary together, are adequate they will bring about a 
situation in which overfull employment will just disappear and in which 
indiscriminate pay increases become impossible. If this leads to widespread 
unrest and labour disputes, as it may do, then it will be bad for the country and 
all of us. But it will not alter the fact that unless we stop inflation now we shall 
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presently be in dire trouble with another devaluation staring us in the face. And 
it will not relieve the Government of the duty of doing everything in its power, 
regardless of sectional pressure and threats, to avoid that disaster. Exhortation 
is useless because, though exhorting from strength may help the carrving into 
effect of policy, the Government has not convinced the mass of the people and 
still does not convince it, that it has and means to use the strength. 

When I wrote the first of these commentaries in the January issue of 
THE BANKER, I was looking for a crisis in 1956 and with luck a lysis before the 
end of the year. I now feel much less certain. The time element is always 
baffling. One tends to foreshorten. There may be nothing decisive this year. 
On the one hand the balance of payments problem may ease if, as Mr. Macmillan 
hoped might be the case, the special adverse factors at work last vear—Middle 
East oil payments, coal freights—lose their force. On the other hand, the 
effective operation of the monetary “ squeeze ’’ may still be delayed. Mr. 
Macmillan said that the squeeze had worked more slowly than expected. Has 
any moral been drawn in official quarters from that—as, for example, that 
interest rates by reason of the fact that in most cases the Exchequer bears about 
half the burden, need to be relatively higher than before the war in order to 
produce a given effect, and not lower as has hitherto been tacitly and hopefully 
assumed? Mr. Macmillan said very little in his speech on that score. Yet, of 
course, a price has to be paid for delay. Costs go on mounting and workers get 
to thinking about the next round of wage advances, and once they get thinking 
they don’t like being told that they can't have it. 

However, it begins to look now as if the crisis may be staved off until next 
year. That cannot, of course, be counted on. It is far from improbable that 
when the lean second half of the year is upon us the exchanges and the reserve 
movements may turn sour again. And, alas, we have so little margin. One 
would have said much the same before the budget. I don't see that it noticeably 
either hastens or delays the show-down. And [ cannot see how we can get 
through without a show-down. The budget, in a word, seems to me indecisive. 
And that is the same door wherein .I went. 





British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


HE architecture of Britain's banks presents a quite surprising variety of 

shape and style. In bank buildings of more recent years, however, there 

has been a certain tendency towards uniformity, due in part to the 
deliberate policy of the larger banks, but also to the exigencies of building costs. 
The subject of this month’s drawing is noteworthy for its fine architectural 
qualities, despite the fact that it dates from the end of the last century, when 
the regimenting process was in full swing. The building has an attractive 
colour scheme of bright clear red and oft white stone. Here is a reminder that 
stability need not be associated with drabness. 
This branch of the Westminster bank is the more remarkable because, 
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Westminster Bank, Reigate, Surrey 


designed in a period in which architecture was often ridiculously fussy, it shows 
great restraint, even delicacy. There is a superbly designed cornice recalling 
almost an Italian palace or London club, and in contrast below is a broad 
expanse of fine brick work, punctuated only by a plain oriel window and two 
balancing windows on either side. A little additional richness is obtained by 
the two doors (or rather one door and dummy opposite) with Renaissance style 
pediments. The whole has a harmony and repose very unusual for its time. 
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New Facilities for Export Finance? 


HE unmistakable sharpening of competition in export markets in recent 

months has aroused fears that it will lead to a renewed bout of competition 

in export credits. Industrialists in each of the major exporting countries 
have pressed their governments to extend their facilities; and they have all 
been able to cite new concessions granted by competitors. In Britain the 
Export Credits Guarantee Department has made important relaxations in 
both the extent of its cover and in its premium rates. In Germany the Federa- 
tion of Industries has proposed the establishment of a new body to grant 
medium-term export finance on the lines of the Export-Import Bank. And 
in the United States five of the giant banks have established the American 
Overseas Finance Corporation, which grants medium-term finance under the 
partial guarantee of the Export-Import Bank. Finally, schemes for the estab- 
lishment of official export credit guarantee agencies have been drawn up by a 
number of countries whose staple exports comprise primary produce rather 
than industrial goods. Detailed plans have been prepared by Australia and 
India, and in South Africa discussions are at an early stage. 

While all these moves are significant in themselves, they do not as yet 
mark the reopening of an unhealthy international competition in credit. The 
temptation to do so is in many cases being resisted by governments whose 
fingers are still hot from the latest burning. The German Government, in 
particular, has learned from its experience and is now generally reluctant 
to grant or insure credits at terms diverging significantly from commercial 
standards. The country that to-day does most to bolster export finance from 
official sources is probably the United States. Hence the cry in Europe for 
emulation of its methods and institutions. 

But while there may be justification for the entry of the Government into 
the actual provision of credit in certain exceptional cases—such as, for example, 
the Indian steel project—any departure from the general principle of confining 
governments to credit insurance, and that at realistic terms, would be most 
undesirable. Existing commercial facilities in Britain are adequate and, 
broadly, they are fully as favourable as those offered by European competitors— 
though in recent months the clearing banks have very naturally been in some 
doubt about the amount of export credit it is proper for them to grant in 
conditions of general credit stringency, whilst merchant banks have also been 
feeling pressure on their resources. But this particular effect of the credit 
squeeze cannot reasonably be regarded as any contradiction in public policy: 
to tighten up somewhat on the amount of exports that is to be paid for in 
future is surely at least as defensible as a short-term expedient as is a cut in 
industrial investment. 

The concessions made early last month by the Export Credits Guarantee 
Department did not in any way involve a departure from the department's 
general practice of confining itself to the insurance of credits, themselves 
obtained from private sources; and they were fully in accordance with— 
indeed, they were provoked by—commercial considerations in the department's 
insurance business. Three immediate improvements have been offered to 
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exporters. The first is a reduction of between ro and 20 per cent. in the rates of 
premium charged to cover exports to the more stable markets. These markets 
in 1955 took more than 80 per cent. of the total exports of the United 
Kingdom and 75 per cent. of the exports insured through E.C.G.D. They 
include the markets in which the fiercest competition is now to be found. The 
second concession comprised the removal of certain limitations imposed on the 
extended short-term cover introduced in March, 1955, for a number of goods, 
such as tractors, commercial vehicles, diesel engines and radio transmitters; 
and the third improves the cover offered on goods held in stock overseas. 





THE E.C.G.D. CONCESSIONS 


The extension in 1955 of the normal length of six months of E.C.G.D. 
cover in the case of certain semi-capital goods was made subject to a number of 
limitations. The credit was not to extend for more than two years and would 
normally be expected to last for an appreciably shorter period; the extended 
terms would be applicable to only 20 per cent. of the exporter’s total turnover 
insured with the E.C.G.D.; the terms would cover a maximum pre-shipment 
period of only twelve months; and the mean average terms of payment were 
not to exceed twelve months. The first year’s experience of extended cover for 
this class of goods has been reassuring. Business on these lines has been done 
on behalf of 207 firms whose aggregate insurance policies with the E.C.G.D. 
amount to {122 millions, of which just over £24} millions has represented 
this extended form of cover. As a result of the satisfactory experience with this 
business, the department has now removed the special limitations on it. So 
long, therefore, as the business meets the normal requirements of E.C.G.D. 
this extended cover can be offered for business where the normal credit period 
is two years or less, and the total risk period, including the pre-shipment 
period, is less than three years. Beyond that, the department offers medium- 
term cover for capital goods proper. The length of cover varies according to 
the type of business and market, and in some cases ranges to over five years. 

The improved cover on overseas stocks announced by E.C.G.D. last month 
should benefit a wide range of exporters. Hitherto, the department has been 
prepared in a number of carefully selected cases to cover overseas stocks held 
by exporters in the normal course of business for a period of six months against 
the risk of war, civil disturbance and requisition or confiscation by the country 
concerned. However, the department reserved the right to withdraw cover, 
not only on further shipments into stock, but also on any sales from stock made 
after cover had been withdrawn. The exporter was thus open to the danger of 
being left completely uncovered on his outstanding stock—though the cover 
was in fact rarely, if ever, withdrawn. Now the E.C.G.D. has made four 
concessions that provide full security to the exporter on his stocks. Cover on 
overseas stocks is to be given on a more extensive basis than previously; the 
risks covered are extended to include action by overseas governments that 
might prevent the re-export of the stock; cover is extended to date from the 
actual shipment of the goods from the United Kingdom, as opposed to the 
date that the goods were taken into stock; and E.C.G.D. has undertaken in 
the event of withdrawing normal cover from a certain market to continue cover 
for sales from existing stocks over a period of six months. 

By far the most important in value of the E.C.G.D.’s concessions is the 
reduction of rates of premium on exports to the ‘“‘ stable markets’, which 
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include the Commonwealth countries, the dollar area and the Western European 
group. Before these concessions were granted the average premium charged by 
E.C.G.D. for all business up to six months was ris. 7d. per cent. This provided 
for 85 to go per cent. cover against credit, transfer and political risks. Even 
these rates represented a considerable improvement on those quoted before 
the war. In the late 1930s the E.C.G.D. provided no more than 75 per cent. 
cover against the insolvency risk—transfer and political risks were not then 
normal hazards of international commerce—and charged premiums of between 
12s. 6d. and 25s. per cent. The premiums have come down in spite of the 
extension of the cover, owing partly to the increasing spread of the total 
business covered and also to the greater efficiency of management. The 
decision to effect a further reduction in premiums has been made on the basis 
of the year’s results. The E.C.G.D. entered the 1955-56 financial year with a 
deficit on its commercial business of £611,000; it emerged from it with a 
surplus of about £3 millions. This, it should be noted, is after making full 
allowance for writing off bad and doubtful debts, such as those that have been 
incurred in Brazil. During the past year further repayments have been secured 
from Brazil—though about £30 millions is still owing in commercial debts— 
and these repayments have helped to build up the accumulated net surplus. 
This reduction in premiums has, as yet, found no echo in Germany. The 
counterpart of E.C.G.D., the Hermes credit insurance company of Hamburg, 
has, indeed, been embarrassed in recent months by substantial bad or doubtful 
debts that it has accumulated. Many of these debts are in process of satisfactory 
settlement, but their existence rightly discourages a general reduction in 
premium rates. The shock tactics used in earlier years to push German exports 
in markets such as Brazil, Turkey and Argentina are now taking their toll. 





OFFICIAL FINANCE FOR EXPORTS? 

German industry has turned its voice recently to the demand that the credit 
insurance mechanism should include provision for making available actual 
credit. This demand has ostensibly been prompted by recent developments 
in the United Kingdom and in the United States. German industry has been 
singing the converse of the refrain so often heard in Britain and complaining 
that British industry, and heavy industry in particular, is receiving Government 
sponsored credit facilities on a far more liberal and generous scale than is 
German industry. This complaint refers to the extent to which the E.C.G.D. 
has recently used the facilities which it accords under sections 2 and 3 of its 
governing Act. Under section 2 of that Act the department is given authority 
to insure credits that fall somewhat out of the normal run of commercial 
operations, in cases where this is deemed to be in the national interest, or 
contributes to the development of certain countries overseas. In such cases 
the Board of Trade may, with the consent of the Treasury, make arrangements 
for giving the necessary guarantees. Under section 3 there is an even more 
important provision, whereby the E.C.G.D. can acquire any export bill that 
it has itself guaranteed under the Act. This export paper can be held for 
such period as the Board of Trade in conjunction with the Treasury may deem 
fit; the necessary resources for the acquisition of such securities are made 
available out of the Consolidated Fund. This means in effect that Exchequer 
money can be used for the extension of long-term credit to finance British 
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overseas exports. These facilities are rarely used; an example is the {10 
millions credit to Iran arranged when the oil dispute was settled towards the end 
of 1954; and it is this type of credit that will, in part, be used to finance the 
British consortium that is constructing the new steel plant in India. The 
department is making available £15 millions—at a rate of interest equal to that 
at which the British Government can borrow from the market—in addition to 
the {114 millions, at 1 per cent. over Bank rate, made available by a syndicate 
of British banks, including clearing banks. 

It is difficult to see how German exporters can take exception to these 
isolated grants of Government credit. The German central bank has long made 
available a substantial line of credit for exporters. It provides DM.6v0 millions 
(equivalent to about £51 millions) to the Awusfuhrkredit Aktiengesellschaft 
(A.K.A.), which offers to German exporters a closely knit system of export 
credit insurance and export financing. The A.K.A., which offers credits of up 
to five years, was established in 1952 by a consortium of private banks, but 
in the event much the largest part of the available credit has been granted by 
the Bank deutscher Lander. 

The extent of the participation of the German Government in export credit 
finance, however, is not large in relation to that of the United States Govern- 
ment. The facilities of export credit and credit insurance in the United States 
stand in interesting contrast with those obtaining in Europe. In the United 
States there is virtually no provision for the insurance of export credit risks, 
but, on the other hand, there is an abundant and assured supply of Government 
sponsored credit facilities for exporters who, for one reason or another, cannot 
secure credit facilities in the open market. The Export-Import Bank of 
Washington is the major institution in this field. By the terms of its Act the 
bank is authorized to provide insurance against the risks of war and of ex- 
propriation on United States exports owned by nationals of the United States 
and held in “ friendly foreign countries ’’. These facilities are available for the 
benefit of United States exporters who consign goods to agents abroad and 
whose exports, accordingly, are liable to remain in stock for some time in the 
country of destination. They are not intended to underwrite credit, transfer 
and political risks in respect of exports that have been sold to foreign buyers 
on terms involving some extension of credit. In any case, the total amount 
of insurance that may be written by the Export-Import Bank under this 
authority may not exceed $100 millions. The facilities have been used for 
consignments of raw cotton and cotton waste, but on a very modest scale. 

Much more important are the outright credit facilities granted to United 
States exporters by the ‘“‘ Ex-Im”’ bank. The loans of the bank are intended 
to supplement and encourage, but not compete with, those of private lenders. 
Although the bank has authority to finance sales abroad on short credit terms, 
such as cash against document, or against drawings at thirty or ninety days, it 
does not normally engage in such financing, as these facilities are readily avail- 
able from the banking system. The bank tends to concentrate on comparatively 
long-term propositions, to finance shipments of capital goods that in time will 
help the balance of payments of the recipient country and earn the dollar 
exchange required to meet service charges on the loan. 

Since it began operating in 1935, the Export-Import Bank has authorized 
credits totalling $5,728 millions; actual disbursements have amounted to 
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$4,974 millions. Repayments to date amount to $2,237 millions. The bank 
has on balance been successful in avoiding bad debts, although on occasion 
it has been thrown into the breach of dollar diplomacy—such as in 1953-54, 
when it was called upon by the highest authorities in Washington to extend a 
$300 millions loan to Brazil with the specific purpose of bailing out United 
States exporters who had been caught by Brazil's inability to meet its arrears 
of external commercial debts. This credit was tied (as is every “ Ex-Im’ 
credit) to purchases of United States goods. 

These general loans provide a useful adjunct to the facilities offered direct 
to the United States exporter. These facilities were extended in 1955 by the 
opening of operations by the American Overseas Finance Corporation, which 
grants medium-term finance to overseas buyers at a risk shared equally between 
itself, the U.S. manufacturer and the Export-Import Bank. Exporters in the 
United States have thus no cause for complaint about any lack of financial 
facilities. Nonetheless, there is an undercurrent of demand for an extension 
by the Export-Import Bank of its credit insurance business. If this were 
done, it would allow the private market to handle a great deal of the actual 
financing; this, indeed, serves as a useful reminder that official backing of 
export finance and export credit insurance are to a large degree alternatives, 
rather than complementary. 

The perennial demand in Britain for a new mechanism by which Govern- 
ment credit could be made available for the finance of export trade, notwith- 
standing the excellent and comprehensive system of export credit insurance, 
has been strengthened of late by the effects of credit restriction. A number 
of projects that normally require considerable and fairly long-term credit 
facilities have recently been put in some jeopardy. These include some overseas 
contracts of contracting engineers. The firms in question are often lightly 
capitalized in relation to the value of the contracts. They hire both men and 
equipment and finance the greater part of the work they undertake on money 
usually borrowed from their banks. When making tenders they usually require 
conditional commitments from their banks that if successful the necessary 
credit facilities will be available. These commitments have not been so readily 
forthcoming in recent months. The length of credit involved is often such as 
to put operations of this kind outside the normal range of clearing bank 
transactions; and exporters without established links at merchant banks 
have been in some difficulty in securing adequate finance for certain projects. 

The general opinion both in Government and banking circles, however, 
remains that the present capital market is quite adequate to meet even the 
abnormal calls made on it, and that there is, therefore, no need for a new 
institution. The E.C.G.D. is available as a lender of last resort, and it has filled 
that réle well on the few occasions on which it has been called to do so. Britain 
cannot afford the easy generosity of an export-import bank; the limited 
resources available for overseas investment must not be automatically pre- 
empted by the most credit-needy buyers. Furthermore, Britain must be careful 
to avoid any action that could touch off a new round of international com- 
petition in export credits. An unusual degree of harmony exists in this field at 
present; complaints of competitors’ actions are referred to the Berne Union, 
which represents most of the leading export credit insurance organizations. 
It is a vulnerable peace, and Britain should not be the country to disturb it. 


, 














|- 


t+ 


nA nS OS SS DW 


Bae a 


a eas 











279 











Malaya Faces Independence 


Events have been moving with bewildering speed in the Malayan 
peninsula. In late February, a constitutional conference held in London 
between the Federation leaders and the Colonial Office resulted in agreement 
to grant full independence—by August, 1957, ‘1f possible’ ; and as this 
article goes to press at end-April, delicate negotiations are in progress in 
London for a parallel change in the status of the island of Singapore. The 
economic as well as the political effects of these moves are being watched with 
anxiety—and no little confusion; in recent weeks, there have been significant 
withdrawals of funds. In fact, both the Federation and Singapore have 
emphasized that they have no intention of leaving the sterling area. 

Mr. Frank King, a well-informed observer close to the scene, analyses 
below the essential background to the newly evoked hopes and fears. In 
his second article, he will discuss the important proposals for changes in the 
financial structure—including the plan to establish a central bank—and 
will consider their effects on Malaya’s vital dollar contribution to the 
sterling area.—ED. 


I — Strains on the Internal Economy 
By Frank H. H. King 


NDEPENDENT Malaya, comprising the Federation of Malaya and Singa- 

pore, will receive an economic inheritance of mixed quality. The favourable 

factors are impressive. National income per head, estimated in 1953 at 
M$800 (£94), was then the highest in Asia. Malaya’s balance of trade in 
1955 showed a surplus of M $336 millions. Its currency is backed more than 
100 per cent. by sterling assets. The public debt is relatively low: in Singapore 
it is M$115 millions, requiring less than 2} per cent. of the total revenue for 
servicing and provision of sinking funds, and in the Federation M $580 millions. 
Foreign capital, mainly British, has developed the primary industries of the 
peninsula and the commercial facilities of the former Straits Settlements of 
Penang, Malacca, and Singapore, and has linked the producing areas with the 
port facilities of the Settlements and Port Swettenham with 2,000 kilometres 
of railways and 10,000 kilometres of roads. The traditions of sound Govern- 
ment administration, so necessary for economic development, are well em- 
bedded in both the Malay States and the Settlements; and in the private 
sector Malaya’s trade is competently handled by a complex of agency houses 
and financial institutions, ensuring at the same time continued close economic 
relations with British Borneo, as well as with other parts of Asia. Political 
freedom is not expected to loosen these ties; but it may lead to an improve- 
ment in economic relations with the newer countries of Asia, above all with 
Indonesia. 

The other side of the picture of Malayan prosperity is its underlying 
economic instability. Although highly developed by Asian standards, the 
economy leans heavily on two primary export industries, rubber and tin— 
both of which face an especially uncertain future. In the first six months of 
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1955, exports (excluding re-exports) of rubber and tin from the Federation of 
Malaya accounted for nearly 82 per cent. of total net exports; the other main 
export commodities, comprising copra, coconut oil, palm oil, palm kernels, 
pineapples, timber, and iron ore, accounted together for a mere 74 per cent. 
‘‘ Diversification ’’ is still little more than a slogan. This is true also in 
Singapore: further, its plans to reduce its dependence on entrepét trade may 
be hindered by the legacy of industrial disputes, which last year discouraged 
new foreign investment and postponed the carrying out of scheduled projects. 

Malaya’s economic inheritance will be further confused by the division of 
the country on political and racial lines. The Straits Settlements have always 
been politically separate from the Malay States, but the peninsula’s economy 
has rightly been conceived as a unified whole, the States producing the exports 
and the Settlements financing and shipping them. Concrete expression to 
this concept was given by a unified Malayan Civil Service under the general 
supervision of the Colonial Office. In the plans for independence, economic 
unity has been hindered politically. Ministers are to be responsible to 
different electorates, and they will surely often find the exigencies of politics 
incompatible with a pan-Malayan outlook. This tendency will be most 
serious in the field of development planning, and the Colombo Plan does not 
provide an adequate substitute for the necessary close co-operation. Without 
political unity, economic unity is unlikely to survive. 

Another major problem with which independent Malaya will be immedi- 
ately confronted is that of population. At one time a great part of the resident 
population regarded India and China as a home to which to return in times 
of depression. Now, the population is not only permanent, but growing at 
rates that are among the highest in Asia—3z2 per thousand in the Federation 
and 40 per thousand in Singapore. Given the scheduled improvements in 
health and medical facilities, the population is likely to double in the next 
twenty-five years; Singapore, in fact, is planning for an 80 per cent. increase 
in the next sixteen years. Malaya already has a large unskilled labour force, 
the training of which will place a heavy burden on revenue, in addition to 
the demands that will arise to finance the necessary expansion in education 
and housing. 

Singapore will inherit in addition an acute problem in labour relations, 
which will not be solved merely by the grant of self-government. The labour 
movement is connected with competing political parties, and the trend of 
strikes has been against foreign firms and firms in which foreign capital pre- 
dominates. The record 800,000 man-days lost in the six worst months of 
1955 may have reflected in part the exuberance following the election of the 
radical government; but it is not calculated to encourage the investment that 
Singapore so sorely needs. A further difficulty is that the most highly trained 
of Malaya’s labour force, the expatriates, may fall victims to the policy of 
‘“‘ Malayanization ’’—or they may leave on their own accord before the axe 
falls, at just the time when they are most needed. Malaya may in the end 
be forced to hire them back on short-term contracts at higher rates of pay. 
This is a problem not confined to the Government service alone: commercial 
firms and the new industries, too, will feel the pressure to hire not only 
according to ability but also according to race. 

Malaya is not facing this mixed heritage entirely unprepared. The 
development plans of both Singapore and the Federation have been drawn up 
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through 1960, and providing rubber and tin prices do not fall unexpectedly, 
the plan of finance, drawing heavily on United Kingdom grants and London 
raised loans, is generally adequate. Moreover, the governments have sought 
the advice of three missions: the Mudie Mission of enquiry into the rubber 
industry ;* the World Bank Mission on the development of Malaya;f and the 
recently appointed team of experts to consider the Bank Mission’s recom- 
mendation for a Malayan central bank. 

The terms of reference of the Mudie Mission and of the central bank 
enquiry mission were limited in scope. That of the World Bank was not. 
But in none of the reports is an attempt made to reassess Malaya’s economic 
future in the event that the expectations about the future of natural rubber or 
tin prove unduly sanguine. The recent transfer of U.S. synthetic plants to 
private industry is a reminder that the American market does not depend 
solely on economic considerations. It is impossible to predict, as many apolo- 
gists have attempted, the success of research into improved synthetic rubber or 
into the efforts to economize in the use of natural rubber—or for that matter 
tin—in industry. The International Tin Agreement cannot guarantee a stable 
market under totally new market conditions. The development planners have 
not taken, perhaps they could not take, these possibilities into consideration. 
Malaya enters a new political age with a dangerously vulnerable dependence 
upon rubber and tin. The reports have urged improvement, and they have 
urged modification; but they have neither urged nor considered revolutionary 
economic change. 

For the rubber industry, replanting and natural rubber research have taken 
first priority in the Federation’s development programme. Replanting, 
necessary for low-cost production, will be subsidized from development funds 
over the next eleven years to a total of M$28o millions, the highest single 
item of expenditure. Of this, M$168 millions is scheduled for replanting in 
estates and M$112 millions for smallholders. No large-scale planting in new 
areas is contemplated. There is still no provision for organized research, 
despite the stimulus given by the high rubber prices to research in the syn- 
thetic product. The Malayan industry does make a levy for this purpose of 
0.5 Malayan cents a pound on rubber exports, but this is now quite inadequate. 
The Mudie Mission recommended an increase in the levy to 0.75 cents a pound, 
but attempts to do so have been opposed by the larger firms in the industry, 
which conduct their own research programmes. Neither in 1954 nor in 1955 
was new research initiated on an industry-wide basis, and the prospects for 
1950 do not appear encouraging. 

The tin industry has long suffered from the constrictions imposed by the 
Emergency, and in 1955 further troubles were imposed by prolonged labour 
disputes. Prospecting has been restricted for several years and known 
deposits are running short. Under the present Federal Agreement, which is 
subject to review in the summer of this year, land alienation is a State 
prerogative, and the Malay-oriented State governments are not inclined to 
favour further tin concessions to Malayans of Chinese descent. A unified 
land policy is an essential not only for mining co-ordination, but also for 
preservation of forests and for land reform on a national basis. 


a 
-) 





* Report of the Mission of Enquiry into the Rubber Industry of Malaya. (The Mudie Mission 
Report), Kuala Lumpur, 1954. 
t John Hopkins University Press, 1955. 
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Although Malaya could not without heavy economic sacrifice become self- 
sufficient in food crops, food production has increased markedly in recent years 
—taking 1934-38 as 100, from 86 in 1948-49 to 108 in 1954-55. In future 
development, experiments in tropical farming methods, irrigation projects, 
co-operatives, rural credit facilities, and farmer training programmes will play 
an ever increasing part. Late last year a new firm with an initial capital of 
£200,000, working in co-operation with the Colonial Development Corporation, 
undertook to develop the cacao industry, the potential production of which 
is probably 100,000 tons, requiring 300,000 acres, mainly on the now under- 
developed eastern side of the peninsula. Prospects for development of agri- 
cultural production in Singapore are slight, owing to the poor quality of the 
soil and to the requirements of land for commercial purposes; but maximum 
output is being encouraged by means of co-operatives and specialized mar- 
keting and credit facilities. 

Secondary industry in the Federation comprises very largely one-man 
businesses. These (which often involve unpaid family helpers) accounted for 
40 per cent. of secondary industry in the census of 1947, compared with only 
10 per cent. in Singapore; there is no reason to suppose that these structures 
have changed perceptibly in the past decade. The Federation has encouraged 
the development of native handicrafts, again with emphasis on the east coast. 
Rubber manufacture is expanding, but is designed primarily for the domestic 
market. 

In Singapore, “ diversification ’’ means the introduction of new industries, 
rather than the encouragement of existing crafts and industries, as in the 
Federation. The Singapore Government has encouraged the growth of small 
industries on the Alexandra Industrial Estate, and there are sites for larger 
factories available on the Bukit Timah Estate of the Colonial Development 
Corporation. The rise of the Singapore Trades Union Congress, together with 
a more settled political outlook, may result in quieter times on the labour 
front; but the events of 1955 have undoubtedly delayed the possibility of 
expansion. For example, the Chinese Manufacturers’ Union of Hong Kong 
has postponed its projected establishment of factories in Singapore. At the 
same time, there are regulations encouraging foreign investment within the 
usual sterling area framework, and the majority political parties have not 
called for nationalization except in the public utilities field. Legislation has 
already been passed to set up a new polytechnic, and current immigration 
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policy admits trained workers on a temporary basis to pass their skills on to 
the local labour force. 

The growing population of the Federation and Singapore, with its rela- 
tively high real income, naturally produces a growing internal market. This 
market is essentially pan-Malayan and cannot without great economic loss be 
divided. Competition from established industries elsewhere in Asia, and in 
particular from Japan and Hong Kong—Malaya is Hong Kong’s second best 
customer for direct exports—has led the World Bank mission to recommend, 
very cautiously, protective tariffs under certain conditions. Under present 
international tariff agreements this would mean that Singapore manufactures 
would be subject to protective duties on import into the Federation. This 
prospect is alarming in view of the natural unity of the economy, a unity 
that must be preserved if the area is to enjoy balanced development. 

On purely economic considerations, indeed, a case might be made for 
union of all Malaya with the three territories of British Borneo—North Borneo, 
Sarawak, and the State of Brunei. These territories, however, are politically 
undeveloped and face economic problems—and opportunities—so vast that 
the Governor of North Borneo has declared that the colony's prospects parallel 
the economic future of the Federation as it appeared in 1920. Brunel, with 
its oil, presents a special case, and it is certain that the Sultan’s Government 
would not approve union with Malaya or even with the two bordering Borneo 
territories, a suggestion that has been made, prematurely, in London. The 
existing business and shipping connections, however, will ensure that British 
Borneo remains connected with the commercial world through Singapore, 
providing the port continues to offer the same efficient and low-cost services 
asin the past. Singapore must remember that the east coast of North Borneo 
is traditionally Hong Kong oriented, and that this northern rival, largely 
frustrated on the China coast, is expanding its commercial activities in this 
direction. 

In general terms, the International Bank mission approved the develop- 
ment plans of both the Federation and Singapore. In Singapore land values 
have been frozen and a “ master plan ’’ published. The emphasis of this plan 
—and the source of future fiscal problems—is on the increase of educational, 
medical, and social welfare services. Capital development projects of the 
Singapore Government, the Harbour Board, the City Council and the Singa- 
pore Improvement Trust will require M $500 millions between 1956 and 1959. 
If the resulting recurrent expenditure is to be financed from revenue, a radical 
revision of the tax structure will be required. This was urged by the World 
Bank mission. But if tax evasion is to be minimized, reform depends upon 
parallel action in the Federation. This year, before such alignment, increased 
taxes could be levied only on petrol, liquor, and estates, for a total additional 
revenue of M $74 miullions—to meet an estimated deficit of M$22 millions. 
Without tax reform, the development plan of Singapore will have to be 
modified, and the main cut is likely to fall on the capital programmes. 

The Federation development plan schedules expenditure of M $484 millions 
in the next four years. Development of health and educational facilities will 
take up a total of M$6o millions. Other highlights of the plan include irri- 
gation projects, power projects, continued improvement in communications, 
and the finance of the Rural and Industrial Development Authority. 
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Malay political leaders have insisted that, when independence comes, the 
Malayan of Malay descent must be given an opportunity of catching up with 
his more commercially-minded Chinese compatriots. Britain’s political right 
in the Federation, with the exception of the Malacca and Penang settlements, 
rests on treaties of protection with the Malay rulers. Under British protection, 
Malayans of Chinese descent have moved from the Settlements to the Malay 
States and now dominate the economy of both areas. The R.I.D.A. attempts 
to bring development down to the village or kampong level, to guide and, in 
some cases, to finance small business undertakings of Malayans, especially 
Malays, and to tempt the Malay into business. The development authority 
has had great success with physical projects, but it is too early to estimate 
its permanent effect on the commercial activities of the Malay people. 

If there is room, economically, for only one nation on the Malayan 
Peninsula, what shall be the economic role of the former settlements of 
Malacca and Penang, where the Chinese influence is especially strong? The 
International Bank mission did not encourage the development of Malacca 
into its old position as a major port. The railway line to the settlement was 
taken up by the Japanese and has not been replaced, and the shipping con- 
ferences will not authorize Malacca as an alternative port of call to the 
strategically located Port Swettenham, which serves the Federation capital 
of Kuala Lumpur. Penang’s trade, on the other hand, is still thriving, 
despite the competition of Port Swettenham. 

Malaya’s growing population and ambitious social welfare plans make any 
economic wastage an impossible luxury. The country cannot afford duplica- 
tion of effort, it cannot afford internal antagonisms trom whatever cause, it 
cannot afford labour disturbances of a magnitude that suggests basic political 
motivation, and it cannot afford to disturb the flow of foreign capital, which 
has been responsible for giving the area the highest per capita national income 
in Asia. During 1955 the political scene was changing so rapidly that some 
violation of economic caution was to be expected. The disturbances have 
merely delayed but not eliminated the possibility of industrial development 
and economic co-operation; but should they continue, should the question of 
economic unity be too long postponed, local frustration will accentuate the 
anti-foreign and anti-capitalistic tendencies. That would mean economic 
disaster for the Malayan Peninsula. 
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Britain’s Strain on Sterling 


N 1955, the sterling area was in deficit with the rest of the world for the 

first time since 1951; and the transformation from a surplus of £47 millions 

in 1954 to a deficit of £225 millions (before crediting Britain’s receipts of 
defence aid) was attributable almost entirely to Britain alone. In marked 
contrast with earlier phases of sterling pressure, the overseas sterling countries 
very nearly maintained their non-sterling surplus; and as their deficit with 
Britain fell considerably, their total deficit was reduced by £30 millions, 
to £78 millions. 

This conjuncture underlines the extent of Britain’s responsibility for last 
year's damage to sterling; for all that, it is reassuring. Moreover, Britain’s 
own deficit, provisionally and tentatively estimated at {£147 millions, was 
evidently swollen to some degree by special influences—and that was even 





TABLE I 
BALANCE OF PAYMENTS OF STERLING AREA 


(4 millions) 


1955 / 
1953 1954 Jan.-June July-Dec. Year 
United Kingdom balance with: 
Non-sterling countries (excluding 
defence aid) .. a ” a — 81 —117 —I37 — 225 — 362 
Rest of sterling area .. 7 4 +150 +272 —II9 +- 96 +215 
Total - ba va fa + 75 -155 - Is —I29 — 147 
Rest of Sterling Area balance with: 
Non-sterling countries* - - 290 ~164 —~IOs + 29 +137 
United Kingdom 7 me i —156 -272 —11g — 96 — 215 
Total ie ‘a i #8 -134 ~ 108 — II — 67 —- 738 
Total Sterling Area External Balance +209 - 47 —- 29 — 196 — 225 
U.K. defence aid x ‘0 ws +I02 50 — 33 + II + 44 


*Includes capital transactions. 


more true of the apparent deterioration in the second half-year, to a deficit 
of {129 millions. The fall of £229 millions in the gold and dollar reserves 
during 1955, in turn, was accentuated by psychological and speculative 
pressures, which induced a substantial running down of foreign sterling 
balances. Altogether, the detailed figures of the balance of payments last 
vear* suggest that the strains in the markets and the reserves reflected a 
smaller deterioration in the sterling area’s outside trade than had been feared 
on the basis of the earlier indicators. 

In recent weeks, moreover, all the main indicators of the external balance 
have been encouraging. In the exchange markets, the official rate has risen 
to near $2.81, whilst even more pronounced strength has been shown by trans- 
ferable and security sterling. The rates for both varieties have risen above 
$2.78, the support point of official sterling. The transferable rate has gained 








*Contained in United Kingdom Balance of Payments, 1946 to 1955 (No. 2), Cmd. 9731, and 
Economic Survey, 1956, Cmd. 9728. 
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strength from purchases by certain European central banks anxious to minimize 
their deficits with the European Payments Union, and also from renewed 
Soviet gold sales, which have for the most part been made on the Continent 
against transferable sterling. The remarkable rise in security sterling—in 
mid-February the rate stood at $2.72—has been attributable in part to the 
usual demands from the Middle East, but also to a considerable volume of 
American buying of certain London securities. 

Above all, however, all varieties of sterling have benefited from the demand 
for sterling arising from substantial sales of sterling area produce, which are 
indeed to be expected at this season. In the first quarter of 1956, the gold 
reserves rose by $157 millions—despite payments of $47 millions to E.P.U. 
in settlement of the substantial deficits still being incurred. This compares 
with a fall in the reserves of $95 millions in the first quarter of 1955, but it 
is slightly smaller than the increase in the first quarter of 1954, and less than 
half that in 1953. The pace of accrual has quickened through this latest 


TABLE II 
BALANCE OF PAYMENTS OF UNITED KINGDOM 
({ millions) 











1955 
1953 1954 Jan.-June July-Dec. Year 
VISIBLE TRADE: 
Imports (f.o.b.) .. Ke ‘i 2,557 3,009 T,685 1,728 3,413 
Exports (f.o.b.) .. ia i 2,670 2,817 1,527 1,534 3,001 
Visible balance .. ea ee — 217 — 192 — 158 —194 — 352 
INVISIBLES (NET): 
Shipping... 8 - én 131 150 72 - 4s +120 
Interest, profits and dividends .. + 73 + 73 - 45 TY + 59 
Travel ie Kis és 4 > og —- 6 + g — 16 —- 12 
Migrants’ funds .. - ex - 4 — 10 — 6 - 9 — 15 
Other - - os i +251 + 314 +11 +123 +234 
Invisible balance, excluding 
Government .. se - - 450 521 +-226 - 760 + 386 
Government i ea ay’ —158 —174 — 86 — 95 —I181 
Current balance .. Si * . 75 +155 — 18 - 129 — 147 
Defence aid .. sc inde es -102 + 50 + 33 + IT + 44 


quarter—from the disappointing $29 millions in January to $61 millions in 
February and $67 millions in March; and, belatedly, the deficit with the 
E.P.U. in March shrank to less than {0.5 million. The month’s trade figures, 
too, are encouraging, in so far as they suggest that the improvement shown 
in February has been maintained. Imports in March rose by £21 millions, 
to £330 millions, but exports rose by £23 millions, to nearly £270 millions, 
the highest monthly total recorded. After crediting re-exports, the gross 
visible trade gap fell by £2 millions, to £474 millions. This brought the average 
gap in the first quarter to £57 millions, which is substantially smaller than that 
in any quarter in 1955, and more than 20 per cent. below the average gap in 
the year as a whole. However, it should be noted that part of the improvement 
in March, as well as February, was attributable to temporary hold-ups of 
incoming shipments in overseas ports. 

As the Chancellor himself recognized in his budget speech last month, 
it is still too early to tell whether this recovery in the external accounts 
portends a return to genuine surplus. In recent years the favourable seasonal 
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element in the first half of the year has been very marked. Between the 
first and second halves of 1954, for example, the non-sterling balance of the 
overseas Sterling area deteriorated from a surplus of £135 millions to one of 
{29 millions, and that of the United Kingdom from a surplus of £44 millions 
to a deficit of £161 millions; whilst between the two halves of 1955 the 
deterioration was from an R.S.A. surplus of {108 millions to one of £29 
millions and from a U.K. deficit of £137 millions to one of £225 millions. In 
1955, the normal adverse pressures in the second half of the year were accen- 
tuated by a steep increase in oil expenditures (in part as a result of the 
resumption of operations at Abadan) and the official statisticians conclude 
that the steep increase in Britain's deficit—with all areas—‘* probably does not 
represent a significant worsening in the trend ”. 

The deterioration of £302 millions in Britain's current balance in 1955 as 
a whole was attributable almost as much to a reduction in net earnings from 
invisibles as to an increase in the deficit in visible trade transactions. This 
deterioration of the total balance was very broadly in line with expectations, 
yet the increase in the visible gap on the true payments basis, at {£160 
millions, was practically {100 millions smaller than on the trade accounts 
basis. This is partly explained by the effects of the dock strike of the 
autumn of 1954, since some delayed exports shipped before the end of the year 
were not paid for until early in 1955. Allowing for the effects of that strike, 
exports in 1955 rose in volume by only about 4% per cent., or by not much 
more than one-third as much as imports. The whole of the worsening in the 
balance of visible trade was suffered on non-sterling accounts. One-quarter 
of the total increase in imports was attributable to coal and steel, and a further 
two-fifths to larger purchases of non-ferrous metals, metal ores and scrap, 
timber, pulp and paper, and rubber. As world economic conditions in 1955 
were “ highly favourable ’’, the Economic Survey bluntly ascribes the blame 
for the worsening in the trade balance to excessive demand at home. 

The decline in net invisible earnings in 1955 reached {142 millions 
(excluding defence aid, which dropped by £6 millions to £44 millions, but 
after taking account of the increase of £16 millions, to £118 millions, in special 
dollar receipts from off-shore sales and expenditures of United States and 
Canadian forces in the United Kingdom). Net earnings from shipping were 
down by £30 millions, mainly on account of the increase in the volume of 
imports, but also in part as a result of the summer dock strike. The increase 
in interest payments on the sterling balances as a result of the rise in short- 
term rates during the year is officially estimated to have absorbed a further 
{30 millions. Of the remaining deterioration in invisibles, lower net oil 
receipts were the main element—the Chancellor has stated that they accounted 
for no less than half the total deterioration in invisibles—though there was also 
some increase in travel expenditure and transfers to emigrants, following 
minor relaxations in restrictions. But the Chancellor’s forecast of the outlook 
for invisibles this year is encouraging; net oil income should be back to its 
1954 level, and offshore sales are expected to be “ much larger ”’ than in 1955. 

The steep fall in the sterling area’s gold and dollar reserves in 1955 was 
attributable to two main influences: the deterioration in Britain’s current 
balance with the dollar area and with Western Europe, and the weakening of 
foreign confidence in sterling, reflected in a marked running down in sterling 














288 THE BANKER 





balances. The non-sterling countries as a whole reduced their balances by 
£86 millions, to £770 millions; the sharpest reduction was made by dollar area 
countries, from {97 millions to £58 millions. The upshot was that Britain’s 
net deficit with the dollar area rocketed from {14 millions to £188 millions. 
This deficit was exactly offset by the net gold and dollar contribution of the 
R.S.A., thanks to an increase in the dollar earnings of the colonies and in sales 
of gold in London by the sterling dominions. But the sterling area’s transactions 
with non-dollar areas resulted in net dollar outlays of £229 millions, which 
exactly equalled the fall in the reserves. Practically the whole of this residual 
deficit was attributable to the large increase in net payments, on current and 
capital accounts, to O.E.E.C. countries. 

Britain’s capital account with the rest of the sterling area is traditionally 
the segment of the balance of payments that is least susceptible of measure- 
ment. The broad trend in 1955, however, is clear enough. Long-term 
investment in the overseas sterling countries by Britain fell substantially (net 
long-term investment in all countries, of which much the greater part is in the 
sterling area, 1s officially estimated to have fallen from £200 millions in 1954 
to £125 millions in 1955); most of that investment was offset by a reflux of 
short-term funds to London; so that the overseas countries’ payments deficit 
of £78 millions was almost wholly financed by a running down of sterling 
balances. The aggregate net reduction was {74 millions, made up of a reduc- 
tion of £132 millions in the balances of the independent countries and a further 
increase in the balances of the colonies, by £58 millions to £1,281 millions. 
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Well over one-third of Britain’s total sterling obligations to all countries is 
now owed to its dependent territories. 

The importance in 1955 of movements of short-term funds, credits and 
other capital items that cannot be directly estimated has lent a quite unusually 
large element of uncertainty to the payments accounts. The “ balancing item”’ 
in the accounts—the difference between directly estimated net outgoings on 
current and capital account and known methods of finance, comprising this 
year solely the fall in the gold and dollar reserves—has risen from the figure 
of {25 millions in the preceding three years to no less than £175 millions. 
It is scarcely conceivable that the inflow of unrecorded capital items accounted 
for the whole of this deficiency; and it therefore appears that part of the error 
has been in over-estimating the outgoings, and that the current deficit may 
turn out to have been significantly smaller than the provisional estimate. 


TABLE III 
WHY A SURPLUS IS ESSENTIAL 
({ millions) 
Average 
1952 1953 1954 1955 1952-55 
Government Obligations on Current Account 
Military expenditure is - ea on 140 145 150 160 150 
Colonial grants... ra a id ai 30 25 30 30 30 
Relief and other grants .. - ie i 20 20 20 20 20 
Net interest on government loans - ws 40 40 40 40 40 
Total obligations on current account - 230 230 240 250 240 
Obligations on Capital Account 
Net government lending and repayment of debt* 5 20 - 4 20 
Net private long-term investmentf + i 150 175 200 125 160 
Total ‘“‘minimum charge” on current 
surplus without allowing for drawing on 
sterling balances and rebuilding reserves .. 155 195 205 165 180 


*Excluding receipt of Mutual Security Administration loans of {17 millions in 1952. 
tIncludes U.K. Government loans for commercial projects and borrowing by overseas 
governments in London market. 


However that may be, official circles are certain that the deficit was a 
substantial one; and they have taken the opportunity of reiterating the fact, 
which will not be unfamiliar to readers of THE BANKER, that for Britain bare 
balance is not enough—that a substantial surplus is essential even to main- 
tain the capital position in its existing precarious state. Moreover, the 
requisite surplus in private trade and payments transactions is larger still, 
since the Government’s net obligations on current account now amount to 
no less than {250 millions a year. These are detailed in Table III, which goes 
on to show the commitments on capital account. Between 1952 and 1955, it 
will be seen, the charge on the current account to finance these commitments 
—making no allowance, that is, for rebuilding the reserves or financing draw- 
ings on the sterling balances—averaged {180 millions. Yet the current 
surplus, even after adding defence aid, averaged only {131 millions. The 
measure of the retrenchment that is now required, moreover, is augmented 
by the considerable increase in long-term investment obligations, including 
projects such as the Indian steelworks, the Volta river scheme, and the High 
Dam—as well as by the crying need, so painfully demonstrated by the failures 
of confidence during 1955, of a really substantial increase in the reserves. 
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As Good as Gold ? 


By a Special Correspondent 


HE search for a standard of value that would not depreciate is doubtless 

as old as monetary depreciation itself; and that is very old indeed. It is 

therefore more than a little surprising that it was not until March last 
that the Court of Appeal had to consider the effect of a “‘ gold clause ”’ 
contained in an entirely domestic, inland, contract. It was not a very good 
gold clause; but the Court made very heavy weather of it. 

The case, Tveseder-Grifiin v. Co-operative Insurance Society Ltd. [1956] 
2 W.L.R. 866, concerned successive leases of property in Cardiff made in 
1932 and 1938. In both leases there was a “ gold clause ”’ : in the second, the 
one here in question, it ran: ‘‘ paying therefor yearly . . . either in gold sterling 
or Bank of England notes to the equivalent value in gold sterling the rent 
of one thousand nine hundred pounds . . . by equal quarterly instalments... 
Until 1953 £475 was paid quarterly under the lease, but the receipts for these 
payments were expressed to be without prejudice to the lessors’ claim for 
future quarters’ rent under the clauses of the lease relating to payment in gold 
or the equivalent in Bank of England notes; and after the assignment of the 
lease in June, 1953, to the present defendants the lessors demanded a rental 
grossed up to take account of the altered value of sterling in terms of gold. 
This demand the lessees resisted, contending that they owed only £475 quar- 
terly. In December last, in the High Court, the Lord Chief Justice held that 
the clause in dispute entitled the lessors to a quarterly rent in bank notes 
sufficient to buy from an authorized dealer 475 gold sovereigns—on September 
29, 1954, £1,626 17s. 6d.; and it was from this judgment that the lessees 
appealed. 

The legal history of the “ gold clause ”’ in the United Kingdom has hitherto 
been confined to external or international contracts. The leading case is 
Feist v. Société Intercommunale Belge d’Electricité [1934] A.C. 161, in which 
the House of Lords considered a clause in a bond in the words: “ the sum of 
{100 in sterling in gold coin of the United Kingdom of or equal to the standard 
weight and fineness existing on September 1, 1928”. Farwell, J., and the 
Court of Appeal had alike held that the bond would be satisfied by the pay- 
ment of legal tender for the nominal amount of {100, but the House of Lords 
reversed this decision, holding that the clause was effective to pass title to 
the gold value of the nominal amount ascertained by reference to the standard 
of weight and fineness of the date specified; and Lord Russell of Killowen 
said: ‘‘ I am conscious, my Lords, that this construction strains the words of 
the document, and that it fits awkwardly with some of its provisions. .. . 
But I prefer this to the only other alternatives—namely, attributing no 
meaning at all to the gold clause, or attributing to it a meaning which from 
other parts of the document and the surrounding circumstances the parties 
cannot have intended it to bear ”’. 

In New Brunswick Railway Company v. British and French Trust Cor- 
poration Ltd. [1939] A.C. 1, the decision in Feist’s case was applied again, this 
time to a clause which ran: “ this sum of one hundred pounds sterling gold 
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coin of Great Britain of the present standard of weight and fineness. .. .”’ 
The further provision for payment of “ interest thereon at the rate of five 
pounds sterling per centum per annum ” the House held entitled the claimant 
only to the nominal value, Lord Maugham, L.C., remarking on this point: 
‘On the other hand, I do not think that a construction on the lines of the 
Feist decision ought to be adopted unless the so-called gold clause obligation 
is expressed in clear language, and for myself I do not think that this can be 
asserted in reference to the interest payments ”’. 

In the 7veseder-Griffin case the clause to which it was sought to give the 
meaning of a gold clause may be regarded as somewhat unsophisticated, 
although at the time of its making it could not have been foreseen that, not 
merely would there be inflation (the clause was itself anticipation of that 
fact) but also that the sovereign would acquire a higher value than that of 
its gold content. In the judgments of Denning and Morris, L.]J., the diffi- 
culties of construction loomed very large: that the lease made provision for 
“equal quarterly payments ‘’'—how could payments be equal when the 
amount payable varied from hour to hour ?; that there was no provision for 
any particular standard of fineness; that there must be doubt as to the 
meaning of the word “ value ’’; that while the clause showed that someone 
had in mind to guard against depreciation, its wording was not so clear as to 
make it certain that all parties to the contract knew its object; that by the 
end of the century the scarcity value of sovereigns might be considerable; 
that it was not easy to decide whether gold was being viewed as currency or 
commodity; that if the former were the true interpretation it might offend 
against the provision of the Coinage Act of 1870 that all debts must be settled 
in legal tender. Both the Lords Justices concurred in holding that the clause 
entitled the lessor to no more than {1,900 per annum. 

Harman, J., dissented in the main on the grounds that to find that only 
the nominal value was due was to make the “ gold clause ’’ itself essentially 
meaningless. He could find no reason in public policy for refusing to recognize 
such a clause, and he instanced corn rents and rents tied to minerals as being 
in law similar in effect; and he saw no difficulty in the Coinage Act provision, 
for whatever interpretation was adopted, payment would be made in legal 
tender in bank notes—the only question being how the amount due was to 
be measured. But he differed from the Lord Chief Justice in the Court below, 
preferring the interpretation ‘‘ such sum in Bank of England notes as represents 
the value of the gold content of 475 sovereigns calculated at the London rate 
current at the date when payment is due”’. This would have brought the 
currently effective rent down by about {1,000 a year. 

So the case stands at present, with the gold clause held ineffective. Leave 
to appeal to the House of Lords was granted, and it seems probable that this 
appeal will be duly taken thither. In the meantime the case has naturally 
aroused considerable interest. The attempt to avoid the consequences of 
inflation is one that enlists popular sympathy, while in the circumstances 
economists as well as lawyers find matter for debate in what is in effect the 
“ distinguishing ’”’ of a formidable pair of House of Lords precedents: the 
'reseder-Griffin case was, of course, decided upon its own facts, and the 
clause in question was admittedly loosely worded, but neither the Lord Chief 
Justice nor Harman, J., found it difficult to bring this clause within the 
Feist principle. 
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There would seem to be two matters of principle involved: one of public 
policy, as outlined by Denning, L.J.—is the gold clause a bad thing in itself ? 
—and one of freedom of contract. As to the latter, times have changed, 
considerably, since the days of classical freedom, when caveat emptor and the 
freedom of equal contracting parties to do almost exactly what they liked 
were considered paramount. Nowadays it is increasingly recognized (although 
so far not sufficiently by the Courts) that the parties are seldom equal; for 
instance, a passenger on a monopolistic transport system has little chance of 
free contracting. But no such considerations arise when the party seeking to 
set aside or vary the contract is a public corporation, and it might be thought 
that the Treseder-Griffin gold clause, however unsatisfactory it has proved to 
be, was at least sufficient to put on notice the assignees of the lease. If they 
were content to accept it the ordinary man will probably feel that they should 
be bound by its strictest reading. In the words of Harman, J., “ it is only 
in the last resort that the Court will throw in its hand and declare itself defeated 
by the obscurity of the language. The contracting parties, after all, must be 
taken to have intended the words to mean something. .. .”’ The majority 
decision was that the words in question prescribed merely the mode of pay- 
ment and not its amount; but neither Denning, L.J., nor Morris, L.]., 
suggested that this was in fact what the contracting parties had had in mind. 

As to public policy, it must be suggested, with great respect, that the 
effect of an internal gold clause is not at all as Denning, L.J., described it. 
Even were gold clauses to be adopted, as he suggested they might be, by 
‘“lessors and mortgagees, debenture holders and preference shareholders ”’, it 
would not at all increase the likelihood that “ sterling would become a dis- 
credited currency, unable to look its enemy inflation in the face’. The gold 
clause would transfer a part of the burden of inflation from the shoulders 
that now chiefly bear it, those of the long-term lender, to those of the borrower 
—or, more strictly, it would cancel alike the burden that inflation causes to 
one and the benefit it gives to the other; but it is difficult to see how the 
aggregate evil would be worsened. Other Governments have indeed, as 
Denning, L.J., pointed out, outlawed the gold clause; and certainly it must, 
in its external and its internal function alike, be a vote of limited confidence 
in the currency concerned. But essentially it is no more inflationary than a 
forward contract, a “ hedging ’’ operation, or a sliding scale wages agreement. 


There is an obvious question in economics whether gold does in fact provide 
the best available hedge (the gold content value interpretation would have 
done nothing to meet the inflation of the past five years), just as there is 
matter for discussion in a comparison between the internal and the external 
gold clause, between internal inflation and external depreciation and devalua- 
tion. It is here more relevant to remark that, in any event, the present 
decision turned upon the interpretation of the particular clause, and even if 
it were upheld by the House of Lords, it would do nothing in itself to prevent 
the use of better-drawn clauses, which, for example, could refer to the value 
in bank notes of a specified weight of gold, thus avoiding all the confusion 
of questions in the Treseder-Griffin case of whether the gold was being viewed 
as currency or as a commodity. Any general prohibition must be by the 
Government; and it will be widely agreed that the Government’s energies 
will be much better devoted to the prevention for the future of the inflation 
that alone made the Treseder-Griffin clause a matter of litigation. 














Building Societies in the Credit Squeeze 
By Margot N aylor 


EARER money has, of course, been the key factor in the operations of 

the building societies in the past year; and the re-appraisal demanded 

has been a good deal more agonizing than it was in 1952, the last phase of 
high interest rates. A partial response to the new pressures was made last 
summer; and it seems likely now that the Chancellor’s fillip to small savings 
announced in the budget will involve a further adjustment this summer. 
Defence bonds are already selling at 44 per cent., though the new Savings 
Certificates will not be on sale until next August; the effect on building societies’ 
deposits of the relief for the self-employed is likely to be gradual. 





TABLE |] 
BUILDING SOCIETY MOVEMENT : COMPOSITE BALANCE SHEETS 
LO 38 
Liabilities smn. o% Assets émn. y 4 
Shares .. bs -» 548.3 22.3 balances due on mortgages 686.8 go.5 
Deposits - « 29 20.5 Investments as “4 53-2 7.0 
Other liabilities - 13.3 1.8 Other assets (incl. cash) .. 18.9 2.5 
Reserves — — 11.0 §.5 
758.9 100.0 758.9 I00.0 
[54 
Shares .. - “a 1,535 S2.4 Balances due on mortgages 1,574 84.3 
Deposits - - 222 7.9 Investments - ne 22 II.9 
Other liabilities a 20 ra Cash - es hs 55 , 
Reserves 24 - QO 4. Other assets ‘a i 15 0.8 
1,507 100.0 1,867 100.0 
1955 
Shares .. i“ .— 2.998 83.9 Balances due on mortgages’ 1,749 84.8 
Deposits — i. . Se 217 10.5 Investments os + 241 1I.7 
Other liabilities 20 I.o Cash a sa - 57 2.8 
Reserves ‘is - 96 4.6 Other assets vi “9 16 0.8 
2,004 100.0 2,004 I00.0 





——— — ———= 


The building societies are traditionally reluctant to raise rates charged to 
existing borrowers; but the margin between outgoings and receipts is already 
inadequate. And since the societies have to pay increased rates on existing 
shares and deposits, they are naturally forced to charge higher rates on existing 
mortgages. But if the re-appraisal of policy has necessarily been painful, 
there is less reason for its having been so long drawn out. 

By the early spring of 1955, the first indications of a reduction in the net 
inflow of funds to the building societies must have been apparent to the 
societies’ managers, though they were not clear to the outside world until 
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June. The increase in withdrawals, and perhaps to a less extent a falling 
off in receipts, continued through May and accelerated sharply in June. By 
this time comment on the vulnerability of the building societies at existing 
interest rates was widespread, and it was generally expected that the Council 
of the Building Societies Association at its meeting in early July would at 








TABLE IT 
TEN LARGEST SOCIETIES : SHARES AND DEPOSITS 
(4000s) 
Total ®, Reserves 
Shares Deposits Liabilities Reserves to Liabilities 
Halifax* 1935 $7,280 35,004 128,243 5,406 4.3 
[954 184,518 40,523 237,786 11,959 5.0 
1955 212,534 30,105 264,435 11,8305 4.5 
Abbey 1935 35,370 10,510 51,949 2,73 3-3 
National 1954 181,200 21,253 213,401 S,352 3-9 
1955 200,449 19,212 237,354 9,347 3G 
Co-operative 1935 20,001 8,317 30,278 1,201 4.0 
Permanent [954 86,410 15,044 106,275 3,819 3.6 
1955 103,733 £4,720 [23,077 4,004 3-2 
Woolwich 1935 27,408 G, 500 39,353 1,315 4.6 
Equitable? 1954 86,489 11,811 103,438 4,477 4-3 
1955 QQ,097 11,350) [16,077 4,371 4-2 
Leeds 1935 -7 947 Q, 800 40, 204 2,022 5.0 
Permanentt 1054 72,449 7,205 55,303 4,680 5-3 
1955 ST,505 7,366 95,026 5,013 ES | 
Provincial 1938 7,128 2,387 10,054 478 f.& 
1954 45,175 8,873 58,677 3,759 6.5 
1955 49,903 5,33! 3,143 4,014 6.4 
Alliance 1938 3,90I 508 4,072 SS I.9 
1954 35,533 2,329 $2,945 958 2.2 
1055 40,9387 2,553 51,141 1,068 2.1 
Burnley 1935 10,282 4,060 15,300 882 5.8 
1954 33,357 6,730 42,359 1,798 4-2 
1955 = 337,158 6,505 49,147 1,O19 ¢-# 
Leicester 1935 11,931 2,234 15,486 1,142 7.4 
Permanent 1054 28,302 4,607 36,124 2,703 2% 
1955 31,004 4,109 39,133 2,610 6.7 
Temperance 1935 2,766 2,424 6,191 QgI 16.0 
Permanent 1954 23,537 2,817 33,004 1,375 5.6 
T955 30, 386 3,234 35,978 1,973 5.5 
Total (Ten 1938 237,014 85,226 341,730 16,851 4-9 
Societies) 1954 785,020 121,698 959,972 44,410 4.6 
1955 900,166 116,686 1,072,191 46,684 4.4 
*To January 31 of following year. +To September 30. 


long last recommend an increase in rates. It did not do so, however, and it 
was not until the end of the month, after a number of societies had taken 
independent action, that the general move took place. The Association's 
recommendation was for an increase in the minimum rate on mortgages from 
44 to 5 per cent., and in rates on shares from 2} to 3 per cent., tax free. Most 
societies, however, raised their rates above the minimum, generally to 5% per 
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cent., and at least one large society, the Co-operative Permanent, went to 
54 per cent. In succeeding months, more and more societies raised their 
rates from the new minimum; after the Bank rate increase of February, 
1950, even the Halifax gave way, raising its mortgage rate to 54 per cent.— 
but maintaining its share interest at 2? per cent. 

The increases in building society rates in the summer of 1955 succeeded 
in abating the volume of withdrawals; but they did not prevent a continuation 
of the pressures on reserves. This was especially so in the societies that merely 
maintained the differential between lending and borrowing rates, since a ratio of 
3 per cent. for shareholders to 5 per cent. for borrowers carries a higher tax 
liability than one of 2} per cent. to 44 per cent. The expansion of recent 
vears has involved a disquieting fall in the proportion of liabilities in the 
form of reserves—on average, from 5.5 per cent. in 1951 to 4.8 per cent. 
in 1954, below the Association’s recommended minimum of 5 per cent. 
In 1955, they slipped back a fraction further. Furthermore, it is possible that 
the societies will have to face an increase in the composite tax rate charged 


TaBLeE III 
TEN LARGEST SOCIETIES : MORTGAGE BUSINESS 


(£’000s) 


\N 









































1938 | 1954 1955 
New |Repay-| Balance New Repay-| Balance | New Repay-| Balance 
/Advances|ments*/end of vear| Advances|ments*|end of vear| Advances/ments*jend of year 
Halifaxt .. me a 20,341 | 18,224 105,178 50,894 33,040 201,493 | 46,764 36,741 223,273 
Abbey National mr 13,499 | 12,573 79,207 $3,177 26,913 180,691 | 39,329 30,499 198,610 
Co-operative Permanent 7,130 4,004 27,808 | 24,086 13,437 88,498 | 29,920 15,303 107,895 
Woolwich Equitablet .. | 6,277 5,930 35,921 | 21,658 12,736 84,6015 23,182 14,694 97,478 
Leeds Permanentt | 3,054 6,495 38,001 16,472 II,211 70,251 17,824 12,605 78,910 
Provincial “ 7 1,701 1,325 | 9,194 10,927 8,323 48,986 11,586 9,607 53,54! 
Alliance .. . sos 1 1,079 665 | $525 10,584 6,799 35,132 11,342 7,923 40,401 
Burnley .. : ae 2,190 2,335 14,155 7,067 6,395 35,100 8,254 6,686 | 38,417 
Leicester Permanent... 2,933 | 2,285 | 14,941 7,304 6,175 29,743 8,174 | 5,892) 33,508 
Temperance Permanent Q40 | Y42 | 6,024 5,892 5,172 25,219 0,335 | 5,448 39,534 
— | a ’ = a . sieilaedicaetiimmataiiai ee eEeEEeEeUEeEeEeEeEeEeEeEeEeeeee 
Total (Ten Societies) .. | 63,850 | 55,381 334,954 199,261 | 130,201 802,728 202,710 | 145,398 902,627 
*Including interest. ¢To January 31 of following year. tTo September 30. 


for 1956, as a result of the Inland Revenue’s periodical sample of shareholders 
and depositors, due this summer. 

The laxity in the building societies’ rate policies during the past year is 
inexplicable on commercial considerations. The movement enjoyed a higher 
demand for money than could be satisfied at existing rates. The embarrassing 
surfeit of would-be borrowers was caused partly by the credit squeeze on 
other lenders, but in the main it was a result of the sharp rise in the number 
of houses built privately, following the end of the licensing control over 
building in November, 1954. In 1955, 36 per cent. of the total number of 
houses built were on private account, compared with 26 per cent. in 1954 and 
12} per cent. in 1951. Thus, notwithstanding the decline in the total number 
of houses completed last year, by 30,000 to 324,000, the number of houses 
built privately rose by one-quarter, from 92,000 to 115,000. The societies 
were sitting pretty in a seller's market, while their competitors in the mort- 
gage business were cutting down on advances. In default of a stiff increase 
in rates, the societies inevitably had resort to methods of arbitrary selection 
amongst intending borrowers. A system of quotas of funds granted to 
regional managers grew up; but as has been seen, lending rates generally 
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edged upward. However, there has been little deviation amongst the large 
societies from the rate of 3 per cent. on shares and 23 per cent. on deposits. 
Some of the smaller societies, particularly in or near London, pay 3} per 
cent., and a few up to 4 per cent. to holders contracting not to withdraw in 
less than, say, two years. A common argument against higher rates amongst 
the larger societies was that the strain of the summer was largely due to 
transient influences, such as the diversion of savings for investment on the 
Stock Exchange and a buying spree in consumer durables. 

However, the decline in the net inflow of funds has continued. In 1955, the 
ratio of withdrawals to receipts rose to an average of 66 per cent., from 55 per 
cent.in 1954. Theaverage rate of withdrawals last year conceals particularly 
large differences at various periods, and between the general experience in 
shares and deposits. Withdrawals of deposits amounted to over 100 per cent. 
of new deposits. Deposits have provided a dwindling proportion of building 
society finance for many years, but last year’s experience indicates a marked 
acceleration of the trend. The extra half point in the rate of interest earned 
by shares may have become more attractive as the general level of rates has 
increased; and deposits have probably suffered more than shares from the 
withdrawal from taxpayers of the surtax (as distinct from income tax) advan- 
tage that they used to enjoy. An additional factor that seems to have 
been operative recently is the withdrawal of funds on deposit by companies. 

The statistical results of the building societies in 1955 are less dramatic 
than the events. Total assets are up by {£196 millions, or 10} per cent., and 
now amount to {2,064 millions. This compares with an increase in 1954 of £224 
millions, or nearly 14 per cent. New advances rose by only £20 millions, to 
£393 millions, compared with the exceptional increase in 1954 of £74 millions. 
As repayments continued to increase, there was a decline in the ratio of new 
capital to repayments, from 52:48 in 1954 to 47:53. Balances due on mort- 
gage rose by £176 millions, compared with an increase of £177 millions in 
1954. Balances of shareholders and depositors combined rose by {190 millions, 
and liquid assets by {19 millions. This was not sufficient to prevent a slight 
fall in the liquidity ratio, but at 14.5 per cent. this was still higher than that of 
1953, and comfortably above the Association’s recommended minimum of 10 
per cent. The rationing of advances after the summer evidently enabled 
societies to restore their liquidity. 

It should be noted that the valuation of liquid assets at £298 millions is 
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calculated on the basis of the book value of investments. If the market value 
had been taken instead, investments would probably appear as some {25 
millions less than the composite balance sheet figure of {241 millions given in 
Table I. Only two of the large societies, the Halifax and the Leicester Perma- 
nent, have written down investments to market value. For the rest, the book 
valuation, of course, swells the reserve ratio as well as the liquidity ratio. 

It is interesting to compare the liquidity and reserve ratios of the ten 
largest societies with those of the movement as a whole. The ten giants— 
whose assets now comprise more than half the total assets of all societies— 
show liquid assets ratios ranging from 11.46 per cent. to 18.62 per cent.; and 
reserve ratios of between 2.1 per cent. and 6.7 per cent. This contrast is by no 
means new. For a good many years the leaders have been more liquid 
than the smaller fry and have disbursed a greater proportion of their annual 
income. But the liquidity ratio of both leaders and the rest is well above the 
Association’s recommended minimum. Equally, the shortfall in the reserve ratios 
of the ten leaders could be unimportant; but if this is so, surely a pronouncement 




















TaBLe IV 
TEN LARGEST SOCIETIES : LIOUID RESOURCES 
(£’000s) 

| 1938 | 1954 | 1955 

Invest- Ratio Invest- | Ratio | | Invest- Ratio 

| Cash ments * % | Cash ments * | % Cash ments * % 

i | 
$$ | ------—_ ] | cncsetestiietiien wumiineieniiinnen’ | --——]——_—_|--——- 
Halifaxt - ; 5,187 | 17,182 17.4 2,22: 33,308 | 15.0 4,585 | 35,846 | 15.3 
Abbey National .. ii | 1,156 | 4,266 10.4 | 5,189 26,213 | 4.7 5,442 | 21,902 | 5.7 
Co-operative Permanent 935 | 1,212 | 7.2 | 8,242 8,168 15.5 4,582 | 9,598 | 12.5 
Woolwich Equitable{ ‘i 221 2,918 8.0 | 2,745 15,420 | 17.6 | 2,386 | 15,416 15.3 
Leeds Permanentf - 134 | 1,949 5-2 | 1,973 12,668 | 7.2 | 2,560 | 13,055 16.4 
Provincial .. oi a 186 | 550 7.0 | 2,107 7,270 | 16.0 2,011 | 7,287 | I4.7 
Alliance ~ j - 63 50 2.4 697 6,065 | 15.7 1,431 | 8,091 18.6 
Burnley - a oa 325 | 756 3 | 1,19! 5,863 | 16.7 | 1,470 6,001 | 16.2 
Leicester Permanent ae 56 473 3-4 | 1,57! 4,547 | 6.9 1,020 4,161 | 3.2 
| 130 2.7 | 1,246 3,902 | 15.3 | 1,294 3,884 | r4.4 








Temperance Permanent .. 38 








*investments at book, not market value. to January 31 of following vear. {To September 30. 


by the Building Societies Association is overdue? If the leaders fail to reach 
the stipulated minimum of 5 per cent. and fail to reach it by a larger margin 
than the rank and file, the public is entitled to know why. It may be that 
inflation and rising building costs make tolerable a reduced provision for 
possible losses on advances; and in this connection it is worth noting that 
after falling gradually for three years the price of second-hand houses in the 
lower and medium price brackets rose slightly in 1955. Furthermore, it has 
been forcefully argued that on theoretical grounds it is right that there should 
be one law of reserves for the powerful and one for the less powerful. But 
the recommendations of the Association should not be allowed to become dead 
letters. Let them be either amended or enforced. 

The process of consolidation in the movement continues to be slow. One 
medium-sized merger took place during the year, when the British Work- 
man and General Benefit Society transferred its engagements to Bristol 
and West. Two more were completed early in 1956: the North Staffordshire 
Permanent Economic Society amalgamated with Leek and Moorlands, and, 
more spectacularly, the Co-operative Permanent Building Society took over the 
assets and liabilities of the Exeter Benefit Society, in connection with which 
an Order was made by the Registrar in December prohibiting the society from 
soliciting funds. Two other such Orders were made during the year. 
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Banking under Difficulties 
By E.'S. Taylor 





HE Scottish banks have probably been more discomfitted by the credit 
squeeze than the London clearing banks. Precise comparison runs into 
the perennial difficulty that the only available figures for Scotland are 

those taken from annual balance sheets published at various dates between 

September 30, 1955, and February 29, 1956. But these figures, analysed on 

pages 309-310, do reveal several directions in which pressures have been 

more acute than in the English experience, as depicted in the balance sheets 
at December 31. These variations have at times been attributed to the 
greater vulnerability of the Scottish banks arising from their smaller size and 
their more restricted area of operation. Closer analysis suggests, however, that 
the most significant differences spring not so much from the factor of size but 
from the fact that Scotland has a different system of banking. 

A broad comparison may be obtained by setting out the ratios in which the 
banks on either side of the border employ their funds—using the latest balance 
sheet figures in each case :— 





























Seottish Banks Clearing Banks 


(Per cent.) (Per cent.} 
Liquid assets .. “ ba 38.1 37.4 
Investments .. st ~ 40.5 30.0 
Advances - od ‘in 24.4 25.0 


The Scottish percentages are calculated on the basis of deposits plus note 
issues; this itself draws attention to one important difference in principle 
between the two systems. The changes in both habilities and assets in 1955 
were as follows :— 


Scottish Banks Clearing Banks 
{/ mn. 
Deposits re oo - —59 (7%) —- g§% 
Notes... bs is ~ 7 (7'/) ne 
Liquid assets .. i in ~10 (37%) 4% 
Investments .. - *- 50 (712%) rg 
Advances bv wa e -15 (7%) — 23% 


The comparison must not be pressed too far because of the different balance- 
sheet dates (the various dates of the Scottish banks are detailed in the table 
on page 309), but it seems fair to conclude that the pressure of the credit squeeze 
on both deposits and advances was, if anything, more severe in Scotland 
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than in England. However, it is in the consequential changes in the holdings 
of other assets, and in the effects of the note issues, that the singularity of 
Scottish banking is apparent. 


The right of the Scottish banks to issue their own notes goes back to the 
early days of banking; their retention of it, when the English banks lost theirs, 
springs from differences between the Acts of 1844 and 1845 by which the two 
systems are regulated. What advantage, if any, still accrues to the Scottish 
banks is an arguable matter. The important point in the present context is that, 
apart from a very small “ authorized circulation ’’, all notes in issue must be 
covered, pound for pound, by Bank of England notes or silver. This cover, 
admittedly, is not held separately but forms part of the cash item, and in normal 
times this is regarded as an advantage. In 1955, however, it was otherwise. The 
fall in deposits by £59 millions would, under the English system, have meant 
that cash could be reduced by roughly £5 millions. But in Scotland, because 
the note issue increased by {7 millions during the same period, the wholly 
unremunerative holdings of cash had to rise by the same amount. Of the {10 
millions added to liquid assets, therefore, only £3 millions could be employed 
in the money market, at the attractive rates that emerged; the remainder was 
sterilized in cash. 


DEPENDENCE ON INVESTMENTS 


While the Scottish banks’ advances fell in 1955 by £15 millions, the steepest 
fall in assets was suffered by investments, which were reduced by £50 millions, 
or 12 per cent. Investments have always taken a greater share of Scottish than 
of English bank funds—the tables show that in 1938 they accounted for over 
50 per cent. of total assets. The other side of the picture is that the ratio of 
capital and reserves to total resources has also been higher in Scotland, and the 
inner reserves supporting investment portfolios have also been substantial. A 
number of explanations of the higher investment holdings can be found in 
Scottish banking history, but the basic one lies in the need for income. In the 
traditional Scottish system no charge was made for operating current accounts. 
The weakness of this practice was pointed out over fifty years ago, but it 
persisted until 1952, when the banks completely changed their method of 
charging, by introducing a charge of 6d. for each cheque drawn. Even so, the 
experience of those who have served in both English and Scottish banks is that 
the revenue derived from commissions in England is still considerably greater 
in proportion than that received in Scotland. 


Investments, then, are required as an essential contribution to income, but 
the experience of 1952 had shown at what cost to the inner reserves such income 
might be obtained. Only two Scottish banks followed the example of the 
English banks in that year by adopting the formula “ at or under cost and 
below redemption price ’’ for their balance sheet valuations; but in this latest 
year, it has been adopted by all but two of the banks, the Royal Bank of 
Scotland and the Bank of Scotland. The latter succeeded in covering the whole 
of the depreciation in its investments from inner reserves despite the fact that 
its balance sheet date of February 29 followed only thirteen days after the 
increase in Bank rate and the ensuing weakness in gilt-edged. Of the banks that 
left an uncovered depreciation, the British Linen and National Banks appear to 
have written down book values to a certain extent: but the Commercial Bank 
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and the Clydesdale & North state in their balance sheets that there was no 
writing down. The disclosed depreciation was as follows :— 


Bovk Market Depre- 
Vaiue Value Ditterence clation 
{mns. {mns, {mns. I 
British Linen (30.9.55) oe = 38.4 30.5 1.9 5.0 
National (1.11.55) .. a - 51.3 49.5 1.3 3.5 
Commercial (29.10.55) ee - 50.2 46.8 3.4 6.8 
Clydesdale & North (31.12.55) .. 80.6 74.9 ‘9 7.0 


Although the squeeze has borne especially hard on Scottish bankers, some 
of them have been more outspoken than have their English colleagues in their 
advocacy of a toughening on orthodox lines. In most of the Governors’ annual 
addresses, Mr. Butler’s July request to the banks to reduce advances was 
accepted as unfortunate, unpalatable, but necessary in the circumstances that 
had been allowed to emerge. As experience of the working of the “ request ”’ 
grew, however, the regimentation of bankers in the conduct of their natural 
and legitimate business aroused more complaint—particularly as the bankers 
became aware that other lenders were seizing the business that the banks were 
obliged to turn aside. One of the first Governors to speak, the Earl of Airlie, 
of the British Linen Bank, predicted precisely this outcome; and, even in 
October, he came out strongly in favour of “ alternative and widely penetrative 
measures ’’, among which he included a higher Bank rate. 

The Chancellor's February measures may therefore have met with 
general approval in Scotland. At the same time, the higher Bank rate 
brings special troubles to the Scottish banks, for a reason that one suspects 
but cannot prove. The clearing banks, in their monthly statements, show 
the distribution of their deposits between current and deposit accounts. At the 
end of December, 1955, 65 per cent. were in current accounts and 35 per cent. 
in deposit accounts. The corresponding percentages in Scotland are not pub- 
lished. The latest available figures are those that were provided to the Mac- 
millan Committee 1n 1931, when the Scottish banks showed current accounts at 
38 per cent. and deposit (savings) accounts at 62 per cent., compared with 53 per 
cent. and 47 per cent. respectively in England. In the past quarter century, 
the same factors that have induced the shift towards current accounts in 
England have doubtless operated in Scotland also; but it is believed that 
interest-bearing deposits still represent a larger proportion of deposits there. 
On the necessarily tentative assumption that the deposit accounts repre- 
sent 40-50 per cent. of Scottish deposits, the effects on the Scottish banks of 
the February rise of I per cent. in both borrowing and lending rates might 


have been approximately as follows:- 
Annual Rates ot: 


Extra extra 
Receipts Payments 
i mus. 
Deposits ss xD £7735 millions 
wid d 
45% of which 4348 millions at 1%, “ 3.5 
Advances i ha £214 millions at 1%, an 2.1 
Call money and discounts 4115 millions at 1%, ) I.2 
y4 3-5 


The net cost of the rise in rates is one reason why the banks have been forced to 
operate a wider margin between deposit rates, at 3 per cent., and the secured 
lending rate, at 7 per cent., than has been customary in the past. 
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The picture has been drawn in gloomy colours; more gloomy than the profit 
and loss accounts for 1955 would justify, though it has to be remembered that 
the adverse influences that have been mentioned did not begin to operate with 
full effect until after July. In the past month, moreover, negotiations for 
another increase in salaries have been in progress, whilst the pressure on bank 
deposits is likely to be intensified by the stimuli that have been given to small 
savers in the Budget. In recent weeks, too, there has been public discussion of 
the possible introduction of compulsory and variable minimum liquidity ratios. 
How the Scottish banks, with their note issues, could be brought within such a 
system if it were to be introduced is a matter for conjecture. They are not 
party to the present agreement on the 8 per cent. cash ratio. 

There can be little doubt of the direction in which the Scottish banks must 
move if they are to obtain some easing of the tensions under which they are 
working at present. The Scottish system had many considerable achievements 
to its credit in the eighteenth and nineteenth centuries, but in the twentieth it 
has come under pressure on more than one occasion through its undue depen- 
dence on income from interest, despite the most prudent management and the 
careful building of reserves. The facts seem to point inexorably towards a 
reconsideration of the present scale of charges. The system introduced in 1952 
was launched after long deliberation, and the banks may well be reluctant to 
change it or increase its weight after so comparatively short an interval. But 
since the Postmaster-General has just increased the cost of a money order to 
one shilling, no one surely can contend that the convenience of drawing a 
cheque is not worth more than sixpence. 





Scope in Forestry 
By T. Shedden 


Scotland’s major industries. It is already of considerable significance. 

The total area under growing forests is now close on 1 million acres; the 
direct labour force numbers 9,000, and in addition over 12,000 people are 
employed in related timber and sawmilling activities. The plans, drawn up 
in 1943, envisage that by the end of the century the forest area should be 
raised to the region of 2} million acres (which would comprise one-half of the 
projected forest area in the United Kingdom as a whole), and it is estimated 
that by that time the direct labour force will be around 25,000, with an addi- 
tional 100,000 people in ancillary industries. It may be noted, however, that 
the projected 2} million acres for Scotland falls far short of the 6 million 
acres proposed by a Royal Commission that reported as far back as 1909. 
And even the expansion now planned is beset by great difficulties, which in 
recent years have caused progress to run far behind schedule. 

The major contribution to Britain’s economy that the forestry industry 
can make is, of course, the reduction of dependence on imported timber and 


Fscottand’s within the easily foreseeable future, could become one of 
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timber products. The average value of timber imports into the United 
Kingdom during the past five years was of the order of £160 millions, and a 
further {80 millions on average has been spent on imports of wood pulp. By 
providing a substitute for these imports, the forestry industry has also made 
an important strategic contribution. It provided a large proportion of the 
country’s timber requirements during two world wars. The provision of a 
reserve of timber for use in times of emergency still forms, in fact, a key part 
of the Forestry Commission's policy. 

Particularly in Scotland, moreover, the extension of forestry has brought 
great social benefits. There are districts in the Highlands where forestry has 
already arrested and, indeed, reversed the drift of population. It could 
provide, to an ever-growing extent, either directly or through industries based 
on its timber, sources of employment in those of Scotland’s rural areas that 
are most lacking in other economic pursuits. It could thus become a key 
instrument of repopulation. 

The major difficulties in the way of the extension of forestry in Scotland are 
twofold. The first is that of finding new and economic outlets for the increasing 
supplies of home-grown timber; the second is that of finding the means, 
quickly enough, of providing the land needed for the planting programme. 

Many of the existing forests were planted in the period between the two 
wars, and more and more of these are now coming to the productive stage. 
There is, therefore, a steady increase in the amount of home-grown timber 
becoming available in Scotland, mostly in the form of thinnings. In a forest 
as in a garden, it is necessary at certain stages of growth to thin out the 
plants so that the trees remaining—the ultimate harvest—have sufficient 
room, air and nourishment to grow to maturity. Efficient forestry policy 
demands that these thinnings be removed at specific stages in the life of the 
forest; hence the importance of finding economic outlets for the material. 
A satisfactory market for thinnings has indeed been stated by one expert 
observer to be one of the main prerequisites of successful planting: “‘ when 
this is organized foresters can contemplate expansion programmes with much 
greater equanimity ”’. 

An indication of the way in which supplies of thinnings from Scottish 
forests have increased, and will continue to increase, 1s given in the following 
lorestry Commission figures: 


State Forests Private Woodlands 
(cu. feet) 
Available thinnings: 1950... a ie 2,000,000 5,000,000 
1954... - “g 5,000,000 7,000,000 
1960 (estimated) os %,000,000 7,000,000 


The users of home-grown timber are spread over a wide range of industries 
—housing, furniture, the railways, shipping, agriculture and the packing-case 
industry—but by far the largest outlet for thinnings, and particularly the 
larger sizes, is the Coal Board. Scottish forests, however, are already supplying 
almost all Scotland’s needs for mining timber, and the market is more likely 
to remain static than to expand. The smaller sizes of pit props are already 
being over-produced. In order even to maintain the present forestry pro- 
gramme, therefore, additional outlets for thinnings must be secured. 

This is a matter with which the organizations concerned with the growing 
and utilization of timber in Scotland have concerned themselves for a number 
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of years, and interest has also been shown by the various bodies promoting 
the development of the Scottish economy as a whole. The Scottish Council 
(Development and Industry), for example, has made an extensive study of the 
possibilities of producing wood pulp from home-grown timber in Scotland. 
The Council estimated that several areas of the country could in a few vears’ 
time supply sufficient timber to support a moderately sized pulp mill. This 
suggestion has been criticized, mainly on the grounds that such a use would 
interfere with supplies of mining timber. The Council has maintained, how- 
ever, that the results of its preliminary survey were sufficiently promising to 
justify further examination. 

Other alternative uses for home-grown timber have been investigated, 
including the production of chipboard and other forms of building board. In 
this field real progress has been made. In October of last year the Airscrew 
Company and Jicwood of Weybridge, Surrey, started production of chipboard 
at Annan in Dumfriesshire. The board is made from wood chips bonded 
together with synthetic resin; the raw material used to provide the chips is 
thinnings from the Forestry Commission and private woodlands within a 
50-mile radius of Annan. The amount used is expected to rise to 500 tons 
a week. 

Home-grown timber has thus brought a new industry to Scotland; indeed, 
the Annan factory is the first of its kind in Britain to use forestry thinnings 
for the production of chipboard. The pioneering effort at Annan is being 
closely watched in forestry areas elsewhere in Scotland. Parts of the High- 
lands, Argyllshire and the north-east are well placed for the supply of thinnings 
for this purpose. The Inverness district was in fact seriously considered for 
the location of the factory but was ruled out on account of the high cost of 
transport of the finished material to the main markets in the south. 

Another venture whose progress is being watched with the greatest interest 
is that of the Cowal Ari-Sawmilling Company at Strachur in Argyllshire. 
This is a joint venture of the Forestry Commission and Adam Wilson & Sons 
of Troon. It is in the nature of a large-scale experiment in the extraction, 
drying and preparation of home-grown timber to a much higher standard 
than has been attempted hitherto in Scotland. The Cowal district of Argyll 
is one of the first in Scotland in which the timber in Forestry Commission 
woodlands is approaching sawing dimensions. The main object of the joint 
venture is to evolve methods of ensuring that this timber matches up, as far 
as possible, to the imported material. The results so far have been most 
encouraging; these, too, could have a far-reaching effect on forestry develop- 
ment elsewhere in Scotland. 

The efforts that have been made towards finding additional outlets for the 
produce of the forests will need to be intensified as the amount of available 
timber grows further. Once the forests are producing on a sustained yield 
basis, the new uses are likely, on the basis of the experience of other countries, 
to be found to be largely complementary. Pit props, sawn timber for con- 
structional purposes, wood pulp, building board and other uses should all have 
a definite place in a balanced forestry and timber policy. 

There is much more cause for concern indeed about the second main 
problem, the provision of the necessary land for new forest planting. Progress 
so far has lagged behind plans. The first decade of the 50-year planting 
programme is almost up, but it has been estimated that, in the United Kingdom 
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as a whole and in Scotland, only about 60 per cent. of the projected plantings 
have been made. New land for afforestation is not being made available to 
the Forestry Commission in sufficient quantity, nor sufficiently far in advance 
to give time for all the necessary drainage, construction and other preparatory 
work. A long-term planting programme demands substantial reserves of land. 
The inadequacy of present reserves is illustrated by the fact that, even though 
the acreage planted by the Forestry Commission is not up to that aimed at 
in the 50-year programme, it has exceeded the amount of new land acquired 
each year. It is evident that, in these conditions, even the present rate of 
planting cannot be maintained. 

Forestry, of course, must compete for its land—mainly from its sister 
industry, agriculture, and particularly from sheep-farming. Where land 
is made available the tendency is for the forester to be pushed out to the 
poorer types of soil or higher up the mountain side. The claims of agriculture 
appear to have been pressed with considerably more vigour than those of 
forestry. This may be in part because forestry has a weaker political voice, 
and in part because its long cycle of production tends to make its needs easier 
to postpone. But on long-term grounds of both economics and social and 
strategic policy, it would be most undesirable if forestry continued to be 
hampered in achieving its projected expansion. 






Advance of Science-Based Industries 


By W. S. Robertson 


URING the past few years, a massive effort has been applied in Scotland 
| i the development of the science-based industries. Science nowadays 

can act as the servant of almost any industry, but it is the source of 
only a few: and it is to these that Scotland has turned its special attention. 
They include much of the chemical industry, electronic engineering, the air- 
craft and aero-engine industries, and sections of the instrument, metallurgical 
and electrical engineering industries. 

These industries are eminently suited to the requirements of present-day 
Britain. The ‘“ conversion value”’ of their operations is very high—up 
to £30,000 per ton of material. The added value derived comes from the 
enormous sum of skill and knowledge invested in the product by the research 
and development workers, by the skilled production men using expensive 
tools, and—not the least contribution—by managements operating in difficult 
and rapidly changing markets. In one of these respects at least Scotland is 
well placed compared with the rest of the country. Proportionately, it is 
continuing to train twice as many technologists as the rest of Britain. 

This points to a further specific reason that has led Scotland to set its 
course in the direction of these industries. In the past, its participation in 
them had been far less than its industrial experience and the availability of 
trained men justified. Before the war, it was accepted that most Scottish 
engineering and science graduates had to go south or abroad to find work. In 
recent years, the Scottish Council has set the pace in reversing this undesirable 
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movement. It has sought to strengthen Scottish industry in this field in three 
ways. Existing Scottish firms already engaged in the science-based industries 
have been encouraged to expand their activities; Scottish firms in other sectors 


of industry may be encouraged and assisted to enter these new fields; or 
firms of the appropriate kind outside Scotland can be shown the advantages 
of establishing a branch operation in Scotland. 

The trend of the substantial progress that has been made can best be 
illustrated by examples selected from the whole field. In the chemical 
industry, some {50 millions has been invested in the single town of Grange- 
mouth by various firms of Scottish, English and American origin. The plant 
of Scottish Dyes, which became part of the Dyestuffs Division of Imperial 
Chemical Industries, is now one of the principal pharmaceutical producers in 
the United Kingdom. British Hydrocarbon Chemicals, which began operations 
six years ago as the offspring of a union between the British Petroleum Com- 
pany and the Distillers Company, has by now established a chemical family 
of its own. Associations have been arranged with Monsanto for the pro- 
duction of styrene; with an American company for dodecyl benzene, the 
detergent base; and with Union Carbide for polyethylene. New products of 
the Nobel Division of I.C.I. in the west of Scotland include the Ardil fibre 
and silicone resins. The tale of chemical growth stretches wider still. The 
Goodyear Tire Company is preparing to start a large new plant on Clydeside. 
Alginate Industries is putting to work the results of the research of the Scottish 
Seaweed Research Institute. All in all, the chemical scene in Scotland differs 
radically from that of the immediate post-war years. 

Electronic engineering provides an outstandingly interesting example of a 
purposeful and co-operative effort by Scottish industry to work out its own 
salvation. To build up electronics staff and knowledge, Scottish engineering 
firms formed the Scottish Electronic Engineering Group, originally to carry 
out research and development work undertaken for the Government, but 
eventually for apphcation to commercial ends. The Government provided a 
laboratory—opened eighteen months ago by the Duke of Edinburgh—to act 
as a headquarters of this group. The parent firm for the scheme is Ferranti, 
which since the war has established a major research and manufacturing unit 
in Edinburgh. Through the channel thus created, numerous other Scottish 
companies have built up, or are now forming, their own electronics teams. The 
participating firms are too numerous to mention, but include electrical 
engineers, instrument firms, mechanical engineers, and electrical contractors. 
The scheme worked out five years ago by the Scottish Council has in effect been 
a seedbed for industrial research teams of quite unique character. 

The successes that have been achieved by Scottish branches of English 
electronics firms are manifold. Apart from Ferranti, the Telegraph Condenser 
Company operates a very large condenser factory at Bathgate; Philips has a 
large plant at Hamilton; and Pye has recently established a factory near 
Aidrie. Some of the numerous North American firms in Scotland are also 
engaged in electronic work—for instance, I.B.M., Burroughs Adding Machine, 
Remington Rand, and National Cash Register. Notwithstanding these notable 
projects, however, the Scottish industry represents only a small proportion of 
the whole U.K. electronics industry. 

The same remains true of the Scottish aircraft industry. On the aero 
engine side, the very large investment in Scottish production by Rolls-Royce 
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is now beginning to be matched by the growth of a design team. But the 
only independent Scottish firm making airframes is Scottish Aviation at 
Prestwick, which has successfully made an entry into the light aircraft market 
with the Pioneer. Otherwise airframe production in Scotland is represented 
only by sub-contract work. In the atomic energy field, Scotland has been 
undertaking a full share of the mechanical and civil engineering work involved 
in the present programmes. The design and production staffs of firms such 
as Babcock and Wilcox Ltd. at Renfrew, or Barr and Stroud at Glasgow, have 
been well placed in this respect. 

The growth of industrial research in the mechanical engineering industry 
is being stimulated and assisted by the presence at East Kilbride of the new 
Mechanical Engineering Research Laboratory of the Department of Scientific 
and Industrial Research. This laboratory undertakes fundamental research 
over practically the whole gamut of mechanical engineering activities, and will 
clearly be of steadily growing importance in future. The science and engi- 
neering faculties of the Scottish universities and major technical colleges have 
been expanding steadily, and their output of graduates continues to form a 
sound basis for the work of the science-based industries. 








Rumblings in Scotland’s Transport 
By a Scottish Correspondent 


Mention of the Forth road bridge, Prestwick airport, an Edinburgh car 

park, Highland roads, or branch railway lines is capable of setting off 
considerable and heated controversy. This is not difficult to understand. 
Great efforts have been made in the past ten years to raise Scotland from the 
status of a depressed area into which it slipped between the wars, to diversify 
industry in the well-populated areas and to take work and population to 
districts that are declining. To those who look towards a better future, 
communications are the vital arteries through which the blood of trade and 
commerce must flow if life is to be maintained in the outer parts of the 
country. But those who have to maintain communications and make them 
pay are burdened by the legacies of the past, and have to grope their way 
forward through a maze of committees, tribunals and commissions and under 
a fairly steady barrage of criticism. Most burdened of all by these problems 
are the railways. 

In Scotland, as in England, the railway mania of the nineteenth century 
pushed the lines out to quite remote areas and duplicated services in various 
places. The law laid on the operating companies the obligations of common 
carriers and set up a machinery for the regulation and publication of their 
fares and charges. The Act of 1921, which consolidated the system in four 
main companies, was generally regarded as having given Scotland a poor deal, 
and in the ’thirties the depression prevented the growth of traffic. Thus the 
Scottish region of British Railways found itself saddled with a considerable 
quantity of out-dated rolling stock, antiquated stations and uneconomic 
branch lines, From the standpoint of the Scottish railway user, each post- 


[Mention of ¢ is a subject that arouses strong feelings in Scotland. 
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war increase in freights and fares, being on a percentage basis, almost always 
increased his costs, for his longer distances, more than those of his competitors 
in the south, but even these increases did not put the railways on a paying 
basis. 

The all-important factor in railway operation is traffic density, and the 
heavy concentration of industry and population in the central belt of Scotland 
means that over much of the rest of the country the ratio of route-mileage 
to population is too high for economic working. Furthermore, to the north 
and west of the main line from Stirling to Aberdeen and also in the borders, 
where agriculture is the principal occupation, the freight potential is low, and 
restricted to certain seasonal periods. 

Viewed in this light, the emerging policy of the British Transport Com- 
mission is logical. It has been closing uneconomic branch lines and little-used 
stations, and through its new freight charges scheme, which should be in 
operation next year, will enjoy greater flexibility to compete strongly for 
traffic that it is equipped to handle more economically than the road services, 
while diverting to the roads by higher charges freight that is at present carried 
by rail at unremunerative rates. 

Complaints about the inadequacy of roads to bear an ever-increasing 
traffic are not confined to Scotland. Indeed, with a few exceptions such as 
the projected Carlisle-Glasgow-Stirling route (which is included in the Govern- 
ment’s four-year plan), the need for extension and improvement is possibly 
less acute in Scotland than in the south. The roads in parts of the Highlands 
may break the tourist’s heart, and sometimes his springs, but progress, even 
if slow and somewhat patchy, is being made with the Crofter Counties Scheme 
and the Highland Road Plan. 

All this helps to catch up with past neglect; but the more imaginative 
plans to deal with future problems tend always to be delayed. The non- 
existent Forth road bridge is surely the crowning example. The present 
inadequate ferry service provides those who travel north from Edinburgh with 
amp'e leisure and opportunity to meditate on the ills of the past and the 
uncertainty of a future controlled from far-off Whitehall. The bridge is an 
industrial necessity, to speed traffic up and down the East Coast and to link 
the developing areas in Fife with industry and markets south of the Forth. 
But to say this is not to decide its order of priority amongst the many 
industrial necessities, and one does not envy the Secretary of State for Scotland 
who, as from April I, 1956, took over from the Ministry of Transport 
responsibility for trunk roads and bridges in Scotland. 

The transport situation in Scotland might yet be revolutionized by the 
growing use of the air. Services on the British European Airways trunk 
routes from Scotland to England have gradually been improved and extended, 
and as the process of replacing Pionairs with Viscounts continues they should 
soon give satisfaction to the great majority of air-travellers. Services to the 
Highlands and islands, however, have not developed at the same pace, mainly, 
of course, because the services do not pay their way; but there has been little 
sign as yet of experimental work with smaller planes, like the Pioneer, to serve 
remote districts at economic costs. 

Further anxieties in the past year have comprised the long and ultimately 
successful fight to secure an extension to the main run-way at Prestwick, 
without which it could not have maintained its position as a transatlantic 
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airport, and the lengthy dispute over the maintenance base at Renfrew. The 
impression that these and similar incidents create is that, unless somebody is 
prepared to fight hard (and sometimes to the point of unreason), decisions 
are liable to be taken in London which, though perfectly reasonable on the 
grounds of national economy, may spell the death-knell of some small com- 
munity, or the end of some fruitful industrial experiment. 

Following these disputes, Scottish demands for closer and better co-ordina- 
tion and consultation have increased. Machinery for consultation does exist, 
but in the opinion of most observers it works by fits and starts and with creaks 
and groans. The Scottish Council campaigned for many months to induce 
the Government to set up a Scottish Board of the British Transport Com- 
mission to which would be delegated a wide measure of responsibility for 
running all the Commission's services in Scotland, and in particular for ensuring 
collaboration between them. But what the Government brought into being 
was yet another advisory body, the Scottish Transport Council, which is 
charged with the duties of examining, assisting and consulting, but has no 
power to make its views effective and does not even include a representative 
from each of the undertakings with the activities of which it will be concerned. 
Few people have much confidence in its effectiveness, but since its existence 
closes the door, for the present, to any other organization, it must be hoped 
that it may yet confound its critics. 





The Bank Balance Sheets Analysed 


I—LIABILITIES 
(£ millions) 





























LATEST 
CAPITAL AND RESERVES* DEPosITS ACCOUNTS 
1938 1953 1954 1955 1935 1953 1954 1955 
Bank of Scotland 8.2 9.6 9.4 9.4 71.1 171.3 4176.5 171.6 29. 2.56 
Royal . 7 8.3 9.3 1.3 11.4 609.9 I41.9 147.2 128.3 31.12.55 
British Linen. 3-9 4.0 4.0 4.3 35.6 83.6 87.4 77.8 30. 9.55 
Commercial 5-6 6.8 7.2 7.2 44.7 124.8 130.0 121.3 29.10.55 
National , 18 #64 64.5 #3 38.3 96.6 113.3 105.6 1.11.55 
Clydesdale & North.. 6.0 6.4 6.5 6.5 64.7 166.4 179.6 170.9 31.12.55 
35-4 40-3 43-4 43-9 325-2 754.0 534.0 775-5 
NOTES ACCEPTANCES AND DRAFTS 
1938 1953 1954 1955 1938 1953 1954 1955 
Bank of Scotland 6.0 22.0 23.0 24.5 5.9 8.8 33.2 20.7 
Royal .. 3.1 12.1 13.3 14.8 4.8 7.3 9.3 9.9 
British Linen. 2.9 10.2 10.9 12.0 1.5 4-9 5-2 5-3 
Commercial +4 16.3 17.5 18.3 4.1 2.9 3-3 3-1 
National a 2.9 11.1 11.5 11.9 3.1 5.5 6.0 6.1 
Clydesdale & North 5-3 20.2 21.7 23.0 1.1 8.1 10.1 12.0 
23.7 91.9 97.9 104.5 20.5 37-5 47.0 57.1 
TotaL Deposits .. .. £775-5 millions ToTAL NOTES .. .. £104.5 millions 
Increase over 1938 - 138% Increase over 1938 .. 337% 
Decrease from 1954 .. 7% Increase over 1954 .. 6.7% 


*Including carry-forward. 
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American Review 


Board officials were mildly antagonistic to those of some other Government 

agencies favouring a renewal of expansionist policy, official rediscount rates 
of the twelve Federal Reserve Banks were raised again in mid-April, from 2} per 
cent. to a general level of 2? per cent. The rates in Minneapolis and San Francisco, 
however, were pushed up at one bound to 3 per cent. The Chicago Reserve Bank 
was at first a laggard, but followed the general movement after about a week. 
The commercial banks were quick to move up their prime loan rates from 3} to 
33 per cent. and there were corresponding adjustments in other loan charges. 

The increase in official discount rates last month was the fifth to have taken 
place within twelve months. The upward movement began in April, 1954, from a 
general level of 1} per cent.; rates now established are the highest for more than 
thirty years. There can be no doubt that, despite the discrepancies that still held 
at the end of April, the Federal Reserve Board of Governors had approved the 
higher levels chosen in the two centres. Some observers, indeed, are predicting 
a general move to 3 per cent. The decision to increase rates, however, was somewhat 
unexpected, and brought quite a severe jolt to the long-term Treasury market; this 
had been depressed in earlier weeks by a heavy concentration of company issues, 
of which a $300 millions debenture loan for the General Electric Corporation was 
an outstanding example. By mid-April, all taxable Treasuries from Three-year 
Bonds to the 3 per cents. of ’95, were offering yields of well over 3 per cent.; prices 
were at their lowest levels since the highly-dramatized squeeze of 1953. 

The inflationary danger against which the “ Fed ’”’ has acted has been featured 
by some sections of the press as a result of the Congressional manoeuvres on the 
farm price bill. But although farm prices have helped to swing the general level of 
prices some way above the stable average established in recent months, there is 
no reason to believe that Congressional farm policy itself will exert any dangerous 
influence. Whatever happens to farm legislation this year, and whoever returns to 
office in November, the American farmer will get something more than President 
Eisenhower regarded as prudent last January. The main influence behind the 
monetary stiffening has unquestionably been the continued high rate of industrial 
expenditures on new plant and equipment, leading to a steep rise in bank loans and 
a growing disposition to build up inventories as supplies tighten. 

In particular, there has been a growing speculative element in the purchase of 
non-ferrous metals such as copper and aluminium, and also of steel. Wage negotia- 
tions taking place in the steel industry are expected to induce a sharp rise in prices— 
estimated by some trade observers to be as much as $12 a ton for basic grades. 
Inventory accumulation in the last quarter of 1955 reached the high annual rate of 
about $5,000 millions, and held that level in the early weeks of the new year. In 
February, however, additions to manufacturing and trade stocks reached the rate 
of something above $8,000 millions. No comparable build-up has taken place since 
the post-Korean commodity boom of 1951. While the current ratio of sales to 
stocks is considerably more favourable now than it was then, the Reserve Board is 
known to be concerned about the speculative element in recent purchases. 

The impact of this stock-piling on the banks has naturally been pronounced. 
From the close of December until the first week of April loans to farmers and 
industry by the weekly reporting member banks of the Reserve System rose by 
no less than $900 millions, or something like four times the rate of increase exper- 
ienced in 1955—which later became a year of exceptional expansion in bank loans. 
The move to higher money rates last month brought the suggestion from some 


A FTER many weeks of indecision, during which the views expressed by Reserve 
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quarters that the Federal Reserve System should have given a still more abrupt 
jolt by an increase in cash reserve requirements. However, an official of the Reserve 
Board stated that a change in the legal reserve requirements was regarded as a 
‘blunt instrument ’, implying that it was appropriate to effect only major shifts 
in official policy. 

In any case, the refunding policy of the Treasury has now progressed to a point 
at which the Reserve System's grip on the credit base is a decidedly firm one. The 
latest available returns for April show that, while “‘ excess ’’’ reserves of the com- 
mercial banks over legal requirements reached $600 millions, the banks were 
indebted to the Reserve System for over $1,000 millions. This indebtedness 
exceeds by a considerable amount the total portfolio of short-term Treasury bills 
and bonds held in the commercial banking system. In 1955, the Treasury portfolio 
of the commercial banks was reduced to the extent of $7,000 millions, and liquida- 
tion has continued to the point at which any considerable further selling must 
bring substantial losses in book values of medium dated maturities. It thus appears 
that the monetary authorities are in a position to increase pressure if and when 
necessary. The Treasury is well supplied with current funds and will not be con- 
cerned with any sizeable refunding operations until late summer. 





American Economic Indicators 











1953 1954 1955 ; 
Dec. Jan. Feb. Mar. 


Production and Business: 


Industrial production (1947-49=100) 134 125 139 144 143 143 142 
Gross private investment (billion $) .. 51.4 47-2 59.3 — — 62.4 — 
New plant and equipment (billion $).. 28.4 26.8 28.7 — — 33.2 — 
Construction (billion $) - is 35-3 37-6 42.2 41.9 41.5 41.4 41.6 
Business sales (billion $) - “ 48.4 460.7 51.7 453-2 52.9 52.9 — 
Business stocks (billion $) va -- 80.3 76.9 82.1 82.1 82.8 83.5 — 
Merchandise exports (million $) -» 41,314 1,259 1,293 1,398 1,276 1,343 — 
Merchandise imports (million $) - 906 851 948 1,014 1,073 1,078 — 
Employment and Wages: 
Non-farm employment (million) _ 55-60% 54.7 56.5 58.3 57-3 57-1 57-4 
Unemployment (‘ooos) .. ee -. 1,602" 3,230 2,654 2,427 2,885 2,914 2,834 
Unemployment as % labour force “wt 2.67 5.0 4.0 3.6 4.4 4-4 4.3 
Hourly earnings (mfg.) ($) - i 1.77 1.81 1.88 1.93 1.93 1.93 1.95 
Weekly earnings (mfg.) ($) 7. .. 71.69 71.86 76.52 79.7 78.6 78.2 78.6 
Prices: 
Moody commodity (1931 =100) pt ie oe 407 412 405 415 
Farm products (1947-49=100).. -. 97.0 95.6 89.6 82.9 84.1 86.0 86.6 
Industrial (1947-49 = 100) " -. 14.0 114.5 117.0 119.8 120.4 120.6 121.0 
Consumers’ index (1947-49 = 100) -. 114.4 114.8 114.5 114.7 114.6 114.6 — 
Credit and Finance: 
Bank loans (billion $) .. ‘3 oa 67.6 70.6 82.8 82.8 82.0 82.6 — 
Bank investments (billion $) .. vi 78.1 85.3 78.3 78.3 77.4 75-7 — 
Bank loans (weekly) (billion $) as 23-4 22.5 26.7 26.7 26.2 26.3 27.8 
Consumer credit (billion $) _ -» 29.5 30.1 36.2 36.2 35.6 35.3 — 
Treasury bill rate (%) .. as a 1.93 0.95 1.7§ 2.96 2.46 2.37 2.93 
U.S. Govt. Bonds rate (°%) - = 3.16 2.70 2.94 2.97 2.94 2.93 2.98 
Money supply (billion $) ne ». 200.9 209.7 215.7 215.7 214.3 211.5 — 
Federal cash budget (+ or —) (mill. $) -6,153 1,082 -740 —- — — — 


Notes.—Latest figures are preliminary or estimated. Yearly figures are given for private 
investment and equipment for 1953-55 and then quarterly figures at annual rates. Construc- 
tion figures show monthly averages 1953-55. Business sales and stocks, money supply, bank 
loans and consumer credit show amounts outstanding at the end of the period. Moody’s com- 
modity index shows high and low 1953-55, and end-month levels. Weekly bank loans are derived 
from partial returns only. Budget figures are cash totals 1953-55 and then quarterly. 


* Old basis. 


















wer (lO A OF OA \e 


— Ys Tr tft 


tt 


ww > 


—_— 
~ 


on ww 


I 
8 


k 
n- 











313 





International Banking Review* 


Argentina 


XPLORATORY talks have been held in Europe between Argentina and 
Pimonctary experts representing eleven West European countries (including 

the United Kingdom) on an Argentine proposal to place trade with Europe 
on a multilateral basis. Further details are given in a Note on page 252 of this 
issue. 

The Argentine Government has invited tenders from foreign companies for the 
construction and financing of the country’s oil development scheme. The total 
cost of the scheme is expected to be equivalent to about {90 millions. 


Australia 


An agreement has been concluded between the Governor of the Commonwealth 
Bank and the trading banks on the application of the new arrangements for 
raising overdraft rates by I per cent. to an average of 54 per cent. and a maximum 
rate of 6 per cent. It was agreed that it was undesirable to limit competition by 
prescribing a rigid scale of rates. But the banks have undertaken to be guided, in 
determining the rates to be applied to particular accounts, by the need to restrain 
inflation and to avoid placing undue burdens on industries and enterprises that 
can contribute to the improvement of the balance of payments. Thus rates 
below the average will be applied to important export industries and rates above 
the average to concerns engaged predominantly in financing consumption expendi- 
ture or outlays that could be more appropriately financed outside .the banking 
system. 

To offset the increase in profits that will accrue to the trading banks from the 
higher overdraft rates, the Commonwealth Bank has reduced interest payable on 
the trading banks’ special accounts from #? to } per cent. Rates paid by the trading 
banks on savings deposits have been increased by I per cent. to a maximum of 
3 per cent. 

The trade balance continues to show a disturbing deficit. In the first nine 
months of the trade year that began on July 1 last, the deficit reached £A75 
millions, compared with 4A38 millions in the comparable period a year before. 
In consequence, foreign exchange reserves have fallen further, the Commonwealth 
Bank’s overseas holdings having dipped below £A260 millions. The Minister of 
Trade, Mr. McEwen, is to visit the United States and Britain for discussions on 
Australia’s trade problems. 

The Prime Minister has announced that an internal loan of £A30 millions will 
be sought by the Commonwealth Government to finance State loan works. 
Official figures show that the Government has been borrowing heavily on Treasury 
bills since the beginning of the budget year in mid-1955. Total issues in this 
period have amounted to {A120 millions. 

The Government has announced that the subsidy to the gold-mining industry 
will be continued for another three years. 


Austria 


The gold and foreign exchange reserves have recorded a slight upward move- 
ment in recent months, following the decline since the middle of 1955. There are 
signs that the restrictive monetary measures taken by the Government in the 





_* News of United States banking appears in ‘‘ American Review’’ (page 311). Brief 
editorial discussion of particular items of international banking news appears in ‘‘ A Banker's 
Diary ’’ (pages 249-254 in this issue). 
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second half of last year are having effect; inflationary pressure has abated, and 
the previous rise in the note circulation has been checked. 


Bolivia 
The Government has signed a 40-year contract with the Gulf Oil Corporation 
of America under which the company will acquire rights to explore, develop and 
market oil resources in Bolivia. The contract calls for the investment of $40 
millions by the company. The Bolivian Government will have a one-third share 
in the profits. 


Brazil 


Although the President, Senhor Kubitscheck, had asserted that reform of the 
exchange system would be one of the first tasks of the new administration, the 
Minister of Finance, Sr. Alkmin, has announced that the Government was not 
thinking of putting any kind of exchange reform into effect and would not do so 
until inflation had been curbed. 


British Guiana 


The U.K. Secretary of State for the Colonies has agreed that the development 
programme for the 1956-60 period proposed by the British Guiana Government 
represents a ‘‘ satisfactory basis ’’ on which the development of the country can 
proceed. The programme calls for total expenditures of some {21 millions sterling, 
of which £12 millions will be for economic development and {7 millions for 
promoting social welfare. It is to be financed by long-term borrowing of about 
{11 millions, by Colonial Development and Welfare grants from the United 
Kingdom and by contributions from revenue. 

An issue of £3 millions of British Guiana 5 per cent. stock, dated 1980-85, 
has been made on the London market at a price of 964 per {100 nominal. The 
issue was over-subscribed. 


Canada 


A further increase of } per cent. in the Bank of Canada’s re-discount rate, to 
3 per cent., was announced in the first week of April. This was the fourth of a 
series of increases that began in August, 1955, when the rate stood at 14 per cent. 
The new rate is at a record level. 

The budget for the fiscal year 1956-57 proposes a reduction in the sales tax, 
but makes no cut in personal and corporation income taxes. The Minister of 
Finance, Mr. Harris, described his prospective surplus of $113 millions as no more 
than a prudent reserve against unforeseen circumstances. 

During his budget statement the Minister announced that a free gold market 
in the Dominion is to be established by the removal of all restrictions on the sale 
and export of gold. 

Payments figures for 1955 show that there was a deficit on current account of 
$665 millions, against $431 millions in 1954. The net inflow of long-term capital 
amounted to only $276 millions compared with $529 millions in the previous year. 
But there was a substantial increase in the inflow of short-term funds, so that the 
decline in gold and foreign exchange reserves was limited to $48 millions. 


Central African Federation 
The Government has accepted offers by the Rhodesian Selection Trust group 
of companies of loans totalling £3 millions for defraying the capital cost of African 
development projects in the two territories. 
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Ceylon 


The General Election has been won by the left-wing People’s United Front and 
Sir John Kotelwala’s government has been replaced by a government headed by 
Mr. S. Bandaranaike. The new Premier has stated that the new government 
would proceed to nationalize or enforce State control of services where such action 
was demonstrably in the interests of the country. Such action, however, would 
be in stages and no scheme of nationalization would entail expropriation. There 
would be just and fair compensation in all cases. 

Official figures show that there was a payments surplus on current account of 
Rs. 318 millions in 1955, a record figure. External assets rose by Rs. 260 millions, 
to Rs. 1,155 millions. 


Chile 


The Chilean authorities have announced an overhaul of the country’s foreign 
exchange system aimed at simplifying the rates structure and correcting the 
previous over-valuation of the peso. The main feature of the reform is the 
inauguration of a fluctuating exchange. The rate quoted in this market will 
apply to export transactions and all import transactions detailed on the special 
list. All transactions not specified will be prohibited. The rate will also apply 
to Government transactions and some invisible transactions. There will be a 
second, though smaller, exchange market for other invisible transactions. 

The central bank will intervene in the new market if this is necessary to limit 
variations in‘ the rate arising from “ temporary irregularities ’’. To help it put 
the stabilization plan into operation, the Government has built up a foreign 
exchange fund, the resources of which comprise stand-by arrangements for 
borrowing U.S. $35 millions from the International Monetary Fund, credits of 
$30 millions from private United States banks, and $10 millions placed at Chile’s 
disposal by the U.S. Treasury. 

The President has signed a decree authorizing investments of $98 millions by 
U.S. copper companies. 

A Government decree has authorized the establishment of a new commercial 
bank—the Banco del Pacifico—with a capital of 400 million pesos and a head 
office in Santiago. Originally the bank was to be known as the Banco Nacional. 





Ecuador 


The World Bank has made a loan of $5 millions to Ecuador for the expansion 
of electric power. The advance is for 20 years, and carries interest at 4? per cent. 


Egypt 

The National Bank of Egypt has been permitted to fix exchange margins, in 
consultation with the Minister of Finance, within 1 per cent. on either side of the 
parity rates notified to the International Monetary Fund. Market rates will then 
fluctuate within these limits. Previously, the external value of the Egyptian 
pound was maintained at a fixed rate in terms of sterling. 

A new trade agreement with Germany puts payments between the two 
countries on a multilateral basis, and provides for the repayment of Egypt’s 
trade arrears, equivalent to £6 millions sterling, over a three-year period beginning 
InIg58. Germany is to grant a new credit to Egypt of nearly {2 millions sterling. 


Finland 


Suggestions that the general increase in wage rates that followed the end of 
the general strike in March would lead to a devaluation of the currency have been 
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described as “ irresponsible ’’ by the Governor of the Bank of Finland, Mr. R. von 
Fieandt. He affirmed that the bank would not devalue and asserted that Parlia- 
ment, the Government and the banking committee of Parliament could give no 
directives on this point. 

To discourage imports, the Bank of Finland has raised the rate of the com- 
pulsory deposit payable on foreign goods brought into the country from Io to 20 
per cent. of c.i.f. value. Goods imported under automatic licensing procedure 
and certain other specified items are not affected. 


France 

A new list of goods that may be freely imported from other O.E.E.C. countries 
raises the proportion of France's liberalized trade with Europe from 79 to 82 
per cent. It has been indicated that a second stage of liberalization should follow 
shortly “‘to eliminate the gap between France and its principal European 
partners ’’’. In most cases, however, the “‘ temporary ’’ compensation tax of 
I5 per cent. is being applied to the freed items. 

The Government has approved proposals for raising additional funds to 
strengthen old-age and other pension payments by raising income and company 
taxes by 10 per cent. and by stepping up motor tax payments. It has been 
revealed that steps are being taken to tighten up and simplify the tax system 
as a whole. 


German y 


The dispute that broke out between the central bank and the Government as 
a result of the bank’s failure to consult the Minister of Finance in advance about 
its intention to increase the Bank rate at the end of February has been settled. 
The bank has agreed to respect in future the “ respite of eight days ’”’ to which 
the Government is entitled in the implementation of the bank’s monetary decisions. 
In return, the head of the bank is to be invited more frequently to Cabinet 
meetings. 

The area within which the mark of limited convertibility may circulate has 
been extended to cover almost the whole of the world outside the dollar area. It 
has been indicated that plans are being drawn up for removing many of the 
restrictions on the export of capital. 

The Frankfurt Export Credit Bank has raised its rates for medium-term 
export financing by 1 per cent. The total of credits made available by the bank 
in 1955 amounted to DM.875 millions, compared with DM.889 millions in 1954. 





Your money now earns 
emear ... 


we pay the income tax 


SAVING with the Shern Hall (Methodist) Building Society is now more profitable 
thanever. All money invested earns the new and higher rate of 3}% with the 

Society paying income tax. 

Regular subscriptions from as little as 5,- upwards are accepted, If you are not already among the many thousands 

value does not fluctuate and withdrawals can be made at any who save the Shern Hall way— 

time with interest paid to date. Your steadily mounting capital write for full details to-day. 

enjoys the utmost security and helps others to buy their homes. 


SHERN HALL=*>=» BUILDING SOCIETY <x" 


306 HOE STREET, LONDON, E.17 Tel: KEYstone 5888 
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Greece 


The governor of the central bank, Mr. Zolotas, has criticized Government 
policy in a memorandum sent to the Greek Currency Commission. He asserted 
that Greece was faced with an economic crisis as a result of the lack of effective 
resistance to inflationary pressures and claimed that wasteful Government spending 
had played a large part in generating the excess of spending power. The Minister 
of Finance, Mr. Apostolides, has expressed disagreement with the governor’s 
contentions. 

The Government has promised to nationalize electricity supply concerns 
throughout the country. It has been stated, however, that the British-controlled 
Athens Piraeus Electricity Company is not affected. 


India 


The chairman of the Indian Banks Association, Mr. C. H. Bhabha, has com- 
plained about “‘ unhealthy competition ’’ from foreign exchange banks, most of 
which are British. He alleged that Indian banks had to pay gradually increasing 
rates of interest on deposits to hold their own against foreign banks. Foreign 
institutions, because of the peculiar and more profitable nature of their business 
and the higher rates of interest prevailing in the countries where their head offices 
are located, were setting a pace with which Indian banks could not keep up. 

It has been announced that the Government plans to intensify the export 
drive. Three more export promotion councils are to be formed and arrangements 
are being made for the inauguration of an export credits guarantee scheme. 

An agreement concluded with the United Kingdom provides for the avoidance 
of the double imposition of estate duty. 

The Government has agreed to allow foreign life insurance companies aftected 
by nationalization plans to transfer to their head offices sterling and other foreign 
currency policies issued to non-Indians. 

There was a surplus of Rs. 416 millions in India’s current balance of payments 
in 1955, compared with a deficit of Rs. 41 millions in 1954. However, there was 
a net capital outflow of Rs. 28 millions in 1955, following a net inflow of Rs. 166 
millions in the previous year. 


Italy 
The gold and foreign exchange reserves rose by the equivalent of U.S. $109 
millions to $1,000 millions in 1955. There was a visible payments deficit of 
$790 millions, but this was more than offset by invisible items such as emigrants’ 
remittances, tourism, American aid and foreign credits. 
The Government has authorized the State-owned oil corporation to float a loan 
on the capital market of 60,000 million lire, in three annual issues of 20,000 lire. 


Japan 
The import budget for the six months to the end of September provides for 
total purchases abroad to the value of U.S. $1,886 millions, an increase of $512 
millions over the figure fixed in the revised budget for the corresponding period a 
year earlier. The Minister of Trade has attributed the change to the improvement 
in the payments balance. 


Morocco 


The new Moroccan state established as a sequel to the granting of independence 
by the French authorities at the beginning of March faces a number of major 








THE BANKER 





economic problems, including the question of how the annual budget deficit, 
previously met by France, is to be covered in future. 

An agreement between the new state and Spain grants independence to the 
Spanish zone, which Spain has ruled as a protectorate since 1912. The peseta 
is to remain the currency of this area until new arrangements have been made. 


Netherlands 


A new pact between the Federation of Labour and employers’ associations 
will result in moderate increases in wage rates. It has been ruled that the adjust- 
ments are not to affect prices except in marginal enterprises. 

The Minister of Economic Affairs has asserted that, after a period of almost 
unprecedented expansion, the Dutch economy has achieved a state of great pros- 
perity. He declared that the country’s economic resources had been increasing 
at a rate of Fls. 1,500 millions per annum since 1951. A fifth of the additional 
resources had been taken by the Government, a third had been devoted to invest- 
ment and the remainder to consumption. 

The Government has sought Parliamentary approval for legislation empowering 
it to impose temporary controls on hire-purchase business until 1960, when it is 
hoped to make a general revision of hire-purchase laws. The intention is to 
give the Minister of Economic Affairs power to alter minimum cash payments 
and the maximum period for repayment of credits. 
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4 SOLID AND DEPENDABLE INVESTMENT HAVING ONE OF THE WIDEST 

DIVERSIFICATIONS OF INTERESTS OBTAINABLE. THE FUND COMPRISES 

FIRST-CLASS SECURITIES OF SCOTTISH BANKS, INSURANCE COMPANIES 
AND SCOTTISH INVESTMENT TRUST COMPANIES. 


‘SCOTBITS’ 


Scottish Bank Insurance and Investment Trust Units 


An investment in ‘ Scotbits’ is an investment in the more progressive elements 
of the economy of the English-speaking world. 


AN EXAMPLE OF DIVIDENDS 
AND CAPITAL APPRECIATION OVER TEN YEARS 
Gross Dividend | 1946: 16s. 1d. Offer price 11946: 4s. 9d. 
per 100 units { 1956: £2. 10s. 4d. per unit f 1956: 11s. 3d. 
Offer price 25th April 11s. 3d. Commencing gross yield £4. 12s. 6d. % 


Units may be bought from the Managers by any recognised Bank. Brokerage at two-thirds of the 
minimum Stock Exchange rate is included in the offer price and will be paid on any orders bearing 
the Bank’s stamp. 


THE TRUSTEES: THE ROYAL BANK OF SCOTLAND 


THE MANAGERS: 
(who will be pleased to forward full particulars) 
Scottish Bank Insurance and Trust Shares 
LIMITED 


s, St. Andrew Square, Edinburgh 2. 
London Offices: 30, Cornhill, London, E.C.3. i 
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New Zealand 


The Government is to launch a cash loan later in the year, probably involving 
additional issues of the two stocks offered in a recent conversion operation—a 
48 per cent. long-term issue and a 44 per cent. short bond. 

The Minister of Customs and Industries has announced that there is to be an 
early and complete examination of the Customs tariff, including rates of duty. 

The Minister of Finance, Mr. Watts, has again expressed concern about the 
deterioration in the country’s external payments circumstances. He said that 
New Zealand would now need to reduce imports by {2-3 millions a month during 
the remainder of 1956. Pressure on the trading banks to reduce overdrafts would 
be considerably increased, in part by raising minimum reserve ratios. 


Pakistan 


In an address to the National Assembly following the proclamation of the 
Republic, the first President, Major-General Mirza, asserted that Pakistan would 
continue to maintain a liberal policy towards foreign capital. 

The Government has announced its intention to give more attention to agri- 
cultural development. It has also revealed that a new industrial bank and an 
agricultural bank are to be established. 


Portugal 
The Banco Commercial de Angola, the first commercial bank to be established 
in the Portuguese colony of Angola, has been formed in Luanda. The capital of 
the new institution has been subscribed in equal parts by Portuguese banks and 
local investors. 


South Africa 


The imposition of restrictions on the movement of short-term funds to other 
parts of the sterling area has so far produced no marked improvement in the 
country’s external payments accounts. Official reserves have started to fall 
again after a modest recovery in the early weeks of March, following immediately 
on the imposition of the restrictions. 


Yugoslavia 
The United Kingdom has agreed to extend the period of repayment from 
1962 to 1967 of the outstanding balance of loans to a total of {16.6 millions made 
in 1949-51 and to reduce the average rate of interest payable from 4} to 3 per 
cent. Similar concessions were granted earlier to Yugoslavia by the United States 
and Western Germany. 





Appointments and Retirements 





Barclays Bank—.\Janchester District, Local Head Office: Mr. R. F. Barclay, from Exeter, to be 
a local directors’ assistant. York District, Local Head Office: Mr. C. Roberts, from Darlington, 
to be district manager on retirement of Mr. H. S. Dent. Head Office, Inspection Dept.: Mr. 
W. M. Hudson to be district inspector, Darlington district; Mr. S. Stobbs, from Birmingham, 
to be inspector. Head Office, Staff Dept.: Mr. N. D. Pharaoh to be deputy staff manager; Mr. 
W. E. Owen to be an assistant staff manager; Miss E. M. Youens, from Reading, to be an assistant 
Staff manager. Chief Foreign Branch: Mr. F. V. A. Nash to be assistant manager on retirement 
of Mr. R. W. T. Kallend; Mr. C. P. Lunn to be sub-manager. London—Aldersgate St.: Mr. 
A. J. A. Trench to be manager on retirement of Mr. S. Shindle; Walthamstow, St. James St.: 
Mr. K. E. Cooper, from Barking, to be manager on retirement of Mr. T. B. Hardy. Amersham: 
Mr. L. C. Bennett, from Reading, to be manager on retirement of Mr. F. W. Hicks. Ashford, 
Kent: Mr. F. N. Cloke, from Rye, to be manager on retirement of Mr. Lougher. Birmingham, 
Trustee Dept.: Mr. N. E. Arnold to be assistant manager. Benfleet: Mr. W. G. Burgess, from 
Ipswich, to be manager. Birmingham—Tyburn: Mr. E. F. Griffith to be manager; Warley: 
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Mr. F. C. Spurgeon, from Yardley, to be manager. Croydon, Shirley: Mr. C. A. Spencer, from 
Bromley, to be manager on retirement of Mr. H. James. Chesham: Mr. S. H. Thorp, from 
Ruislip, to be manager. Cowbridge and Pontyclun: Mr. D. J. Ward, from Llanelly, to be manager 
on retirement of Mr. D. J. Morris. Cradley Heath: Mr. S. E. C. Nock, from Warley, Birmingham, 
to be manager on retirement of Mr. F. H. Rogers. 

Clydesdale & North of Scotland Bank—Colonel F. Fleming, chairman of the Northern Area 
Local Board and formerly deputy chairman of the bank, has retired from the Board. Head 
Office: Mr. D. Carnegie, deputy general manager of the bank, has retired. George St., Edin- 
burgh: Mr. I. M. Scott, from Tollcross, to be manager on retirement of Mr. Paterson. 

District Bank—Mr. J. F. Wilson to be appointed assistant inspector. Hollinwood: Mr. 
Booth, from Smithfield Market, Manchester, to be manager. Manchester and Salford, Smithfield 
Market: Mr. H. V. Worth to be manager. Stockport, Great Underbank: Mr. J. Rowe, from 
Hollinwood, to be manager. Waterloo: Mr. T. R. Wood, from Liverpool, to be manager. 
Lloyds Bank—Sir Wilfrid Ayre and The Right Hon. Viscount De L’Isle, V.C., have been elected 
to seats onthe board. Head Office—Chief Inspector’s Dept.: Mr. M. J. Abel, from Wimborne, 
to be an inspector; Tvaining Centre: Mr. G. L. H. Blackmore, from Tenby, to be senior instructor. 
Beeston, Nottingham: Mr. A. F. E. Astle to be manager. Cambridge: Mr. S. G. Hall to be 
assistant manager. Kingsbridge: Mr. N. W. T. Hill, from Weston-super-Mare, to be manager 
on retirement of Mr. McMaster. Newmarket: Mr. H. G. Burns, from Thetford, to be manager 
on retirement of Mr. Harris. Stokes Croft, Bristol: Mr. H. H. Milton, from Barnstaple, to be 
manager on retirement of Mr. Hamm. Taunton: Mr. R. F. Eyles to be manager on retirement 
of Mr. Clark. 

Martins Bank—General Board: Mr. D. I. Crawford, C.B., D.S.O., T.D., D.L., has been elected 
to the general board of the bank. Bradford, Sunbridge Rd.: Mr. D. G. Mallinson, from Shipley, 
to be manager. Guiseley: Mr. J. R. Hardcastle, from Silsden, to be manager. Hebden Bridge: 
Mr. H. Lambert, from Batley, to be manager. Nottingham, Victoria St.: Mr. R. H. B. Whittam, 
from Liverpool, to be manager. Oswestry: Mr. S. B. Evans, from Taunton, to be manager. 
Midland Bank—Head Office: Mr. O. E. Wood and Mr. J. Fitton, formerly assistant chief general 
managers, to be chief general managers on the retirement of Mr. W. G. Erdington; Mr. E. J. W. 
Hellmuth, formerly assistant general manager, to be joint general manager; Mr. S. Lewis, Mr. 
C. E. Trott and Mr. H. N. Barber, formerly general managers’ assistants, to be assistant general 
managers; Mr. F. L. Tattersall, formerly deputy head office accountant, to be head office 
accountant; Mr. D. Carroll Jones, from Cardiff, and Mr. J. F. Stott, formerly a superintendent, 
to be general managers’ assistants; Mr. J. T. H. Davies, from Piccadilly, Mr. Kellaway, from 
Oldham, and Mr. T. B. Morris to be superintendents of branches; Mr. E. J. Smith, from Newark, 
to be district staff superintendent in succession to Mr. G. V. Bramley. Executor and Trustee, 
Head Office: Mr. L. C. Mather, formerly assistant general manager of Midland Bank, to be general 
manager on retirement of Mr. Willcock; Bradford: Mr. T. H. Arnold, from Leeds, to be manager 
in succession to Mr. Hiley; Manchester: Mr. D. C. Davies, from Torquay, to be manager on 
retirement of Mr. Bridgman; Torquay: Mr. H. Hiley, from Bradford, to be manager in succession 
to Mr. Davies. London—Earl’s Court: Mr. G. F. West, from Oxford Circus, to be manager in 
succession to Mr. Budd; Forest Hill: Mr. M. Buckle, from Covent Garden, to be manager on 
retirement of Mr. Davies; Loughborough Junction : Mr. E. J. Goodwin, from Epsom, to be manager 
on retirement of Mr. Steen; New Bond St.: Mr. M. W. Fuller, formerly superintendent of branches, 
to be manager on retirement of Mr. Morgan; 196a Piccadilly : Mr. G. M. Budd, from Earl’s Court, 
to be manager in succession to Mr. Davies; Putney: Mr. H. T. O. Smith, from Hounslow, to be 
manager on retirement of Mr. Evans. 

National Bank of Scotland—Clydebank : Mr. J]. M. Parlane, from Helensburgh, to be manager 
on retirement of Mr. Murdoch. 

National Provincial Bank—Head Office, Advance Dept.: Mr. D. S. Morris to be a joint chief 
controller; Mr. C. B. Chalk to be a controller. London—Baker St.: Mr. R. A. Chappell, from 
Orchard St. Corner, to be manager on retirement of Mr. Virgo; Long Acre: Mr. J. E. Carpenter, 
from Streatham, to be manager; Orchard St. Corner: Mr. H. H. C. Gauld, from Long Acre, to 
be manager; Woolwich: Mr. G. G. Wise, from St. Giles’ Circus, to be manager. Chipping Sodbury: 
Mr. C. J. Horne, from New Milton, to be manager on retirement of Mr. Appleby. Harrow: 
Mr, B.S. Hann, from Burnt Oak, to be manager on retirement of Mr. G. D. Middleton. Newtown: 
Mr. E. A. Davies, from Llandovery, to be manager on retirement of Mr. Jenkins. 

Westminster Bank—Mr. W. J. Worboys to be a director. Head Office: Mr. R. S. Ogle, from 
Liverpool, to be a controller’s assistant; Mr. B. F. Boyden, from Brixton, to be premises manager's 
London—Eltham: Mr. P. S. Brockwell, from Westcombe Park, to be manager on 
Aldershot: Mr. D. L. Fenton, from St. Albans, to be manager on 
retirement of Mr. Knight. Blackburn: Mr. L. Dandy, from Bradford, to be manager. Buxton: 
Mr. F. N. Blackburn, from Tue Brook, to be manager. Douglas: Mr. P. F. Barlow, from Black- 
burn, to be manager on retirement of Mr. Callin. Long Eaton: Mr. R. W. Allen, from Leicester, 
to be manager. Macclesfield: Mr. W. A. Paxton, from Buxton, to be manager. Mazrdstone: 
Mr. F. W. G. Carter, from Winchester, to be manager on retirement of Mr. Furness. Nottingham, 
Market Place: Mr. H. Soar, from Long Eaton, to be manager on retirement of Mr. Spedding. 
Winchester: Mr. J. S. Sly, from Falmouth, to be manager. 


assistant. 
retirement of Mr. Spencer. 
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(Figures in italics show percentages of gross deposits) 
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Liquid Assets :* 


Barclays 
Lloyds 
Midland 


National Prov. 


Westminster 
District 
Martins la 
All Clearing 
Banks 





WN 
oO 
he WW 


os) 
i) 
iS) 


S) 
to 


Ww 
W 
nN 




















Actual /mns. émns. 
1951 1955 1950 Change on Change 
Oct Nov. March March latest on 
month year 
368.5 371.0 410.8 307.5 - 5.7 —- 43.3 
29.2 29.3 30.5 25.1 
310.4 425.7 513.2 450.4 - — 62.5 
25.0 33-0 38.1 34-5 
345-2 351.1 349-3 335-3 —- O.! — I1.0 
30.2 30.7 29.8 30.2 
279.6 371.2 416.9 376.3 - 9.0 - 40.6 
24-4 32-5 35-9 33-9 
393-3 397-1 424-7 405-0 14-7 - Seg 
29.6 30.1 jI.I 30.5 
329.4 433.5 490.0 402.3 — — 27.7 
24.9 2.6 35-9 34.4 
290.3 295.1 272.8 271.8 14.7 - 1.0 
35-4 37-2 32.5 36.9 
105.9 230.9 284.5 216.3 — 5.0 — 68.5 
20.2 28.8 34-3 29.4 
248.6 249.5 274.7 250.6 oe — 24.1 
3I.2 31.6 33.0 32.0 
209.4 263.6 284.7 249.3 - — 35.4 
26.3 33-4 34.2 31.8 
60.1 62.60 68.3 62.7 2.3 5.0 
25.6 26.6 28.4 28.5 
71.5 O91 .0 56.0 69.5 16.2 
30.5 38.9 35-7 31.7 
89.6 OI.4 104.4 94.1 — 1.1 —- 10.3 
29.1 29.3 34-9 33.2 
78.6 102.8 100.1 85.2 — 14.9 
25.5 33.0 33-5 30.1 
1,897.0 1,925.2 2,024.2 1,904.6 - 39.5 119.6 
30.6 RI .I j1.6 RI .3 
1,555-2 2,032.7 2,280.7 1,993.1 13.7 287.6 
25.1 32.9 35-6 32.7 
Trend of Bank Liquidity 
1955 1956 
Jan. Feb. Mar. Apr. June Oct. Nov. Dec. Jan. Feb. Mar 
0/ 0/ 0/ 0/ 0/ 0/ 0/ 0/ 0/ 0/ o/ 
/0 /0 /O /0 /O /O /o /O /9 /O /0 
34.1 29.8 28.8 30.4 30.3 36.3 36.2 37-9 39.1 35-7 34-5 
35-I 31.0 31.1 32.0 30.60 33.4 34.2 34.4 34-4 32-3 32.3 
35-4 31.9 30.1 29.9 29.1 32.2 35.0 38.2 37.7 33-8 31.8 
38.2 34-4 30.7 31.1 2.3 33.6 35.0 38.6 38.0 34.1 31.3 
2.6 30.6 29.7 29.5 28.1 32.6 34.3 36.3 37-7 34-7 33-1 
31.3 31.7 31.5 31.7 30.8 34.9 39.3 39.9 41.0 36.1 37.2 
30.9 31.0 28.5 29.2 31.6 35.6 35.1 39.8 36.8 33.6 33.3 
34.4 31.3 31.3 29.9 30.1 33.8 35.0 37.4 37.6 34.3 33.1 


* Cash, call money and bills. 
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Averages 
of Months: 


1921 
1922 
1923 
1924 
1925 
1920 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1930 
1936 
1937 
1935 
1939 
1940 
194I 
1942 
1943 
1944 
1945 
1940 
1947 
1948 
1949 
I950 
I95I 
1952 
1953 
1954 
1955 
IQ5I: 


Oct.f 
Nov.f 


1955: 


Nov. 
Dec. 


1950: 
Jan. 
Feb. 


March 


Net 


Deposits 


£mn. 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,001 
1,711 
1,745 
1,751 
1,715 
1,748 
1,909 
1,334 
1,951 
2,088 
2,160 
2,225 
,218 
2,181 


ty ft 


WNh tt 


CN VA OH 


3,931 


6,19I 
5,899 
5,325 


Liquid Assets 





Actual 


£mn. 
680 
658 
581 
545 
539 
532 
553 
534 
568 
596 
560 
O11 
668 
570 
623 
692 
713 
683 
672 
648 
785 
676 
712 
723 
788 
886 
1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 
2,190 
2,098 


2,423 
1,981 


2,241 
2,472 


2,430 
2,111 
2,052 


Ratio 

0 
/O 

33 
37 
35 
33 
32 
32 
32 
33 
32 
33 
3- 
34 
34 
31 
3L 
32 
32 
30 
30 
29 
31 
23 
20 
19 
lO 
25 

29 

29 


» 
~ 


39 
35 


T.D.R.s 


PETE ETT EE 


O 
- On 
nN Nw 


1,002 
1,337 
1,311 
1,492 
1,308 
1,284 


177 
108 


Banking Trends over Thirty Years* 


‘* Risk ’’ Assets 
















policy and the compulsory funding of Treasury bills. 





Floating Debt 





Apr. 23, Mar. 24, Mar. 31, 

1955 19506 1956 

Ways and Means Advances : £m. £m. £m. 

Bank of England — = — 
Public Departments 315.9 315.2 294.6 

Treasury Bills : 

Tender - .. 3240.0 3230.0 3220.0 
Tap is - ~o- BGS.4 1561.5 1568.0 
5321.0 5107.0 5082.6 





— a ee — 








Invest- 


ments 
£mn. 
325 
391 
350 
341 
2380 
205 
254 
254 
257 
253 
301 
348 
537 
560 
O15 
614 
643 
652 
637 
6038 
666 
894 
1,069 
1,147 
1,165 
I,150 
1,345 
1,474 
1,479 
I,505 
1,505 
1,624 
1,983 
2,163 
2,321 
2,149 
1,555 
2,033 
2,038 
2,016 
2,016 


2,007 
1,993 


Apr. 7, 
1956 


th, 
|B 


te 
“sl 
ae | 


3240.0 
1501.2 
50738 9 


Ms 


{mn. 
333 
759 
7O1 
808 
850 
892 
928 
948 
991 
963 
919 
344 
759 
753 
769 
839 
865 
954 
970 
99I 
955 
858 
797 
747 
759 
768 
888 

1,107 

1,320 

1,440 

1,603 

1,822 

1,838 

1,731 

1,804 

2,019 


1,897 
1,925 


1,914 
1,851 


1,826 
1,865 
1,905 


~ new 


Advances 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the 


,? 


Apr. 14, 
1956 





Combined 
Ratio 
8) 


ws 
wm 
~ 


59-4 
62.8 
64.0 


monetary 


Apr. 21, 


1956 
£m, 


286.0 


3260.0 
1600.6 


—————$————— 


5146.6 
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1950-51 
1951-52 


1954-55 
April-Feb. 
March 

1955-50 
April-Feb. 
March 


Years and 
Quarters 


19406 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 


1955: 


II 
III 
IV 


1950: 
January 


March 


I 


period). 


1948-49 .. 
1949-50 .. 


1952-53 -- 
1953-54 -- 
1954-55 -- 


+ Comprising a 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 
1953 and 1954. The special credits comprised $4,909 millions from U.S. and Canadian credits in 
1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 
gold loan of 1948. The quarterly instalments of $8 millions made on the Canadian wartime 
loan are not deducted from the net surplus or deficit. 


Savings 
Certi- 
ficates 

(net) 


— 6.6 
— 23. 
- 
+I19. 
+20 
+19. 
T 45: 


CO CO COW bd 


3 
- 4-4 


r-2i.i] 
—- O,2 


February .. 


‘ 
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Defence 
Bonds 
(net) 
—- oO. 
—18. 
— 20. 
— 14. 
—II. 
he 
+ 50. 


oo 


OWwWNY 


+ 39.90 


+ 3-4 


+64.0 
-~ Bee 


* After taking account of net 
securities other than defence bonds. 


National Savings 


Savings 
Banks 


(net) 
~ 39. 
_ 29. 
— 04. 
— go. 
—I131. 
— 79. 
~ 58. 


— 38. 
-9 


-- 6 


~ vee 
— 3- 
sales through the Post Office Savings Banks of Government 


OWN 6 


Ui W 


8 


3 
I 


(£ millions) 


Total 
Small 


— 26 


- 9o. 


= 85 


—-I22. 
— 60. 
+89. 


+41. 
+14. 


— 23. 


— 4 . 


Accrued Defence 
Interest 


(net) 
102. 
100. 

95. 

94 

§8 

88. 

SQ. 


> AW HW Oo 


79.1 


0.2 


{1-7 


3-9 





Bond 


Maturity 


—52.1 
— 0.9 


_-- 


| 

a 

an 
Of NO 


~~ UI 


—44.9 
— 4.1 


Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Gold and Dollar 
Surplus (+) or Deficit (-) 


Financed by: 


Change 
in Total 
Remain- 


ing 


Invested* 


+ 59. 
+24. 
pe 4. 
— 36. 
— 9% 
—- 32. 
+ 120. 


COOn > UH NWN 


795.0 
+ 20.0 
- 2.8 
—- 3.0 





With 
z.F.U.9 








‘ repurchase ’ 


With 
Other 
Areas 
+791 
— 876 
— 400 
+ 433 
+407 
— 406 


— 143 
—- 88 
— 240 
+ 65 


aie 46 
ode 63 


+ 78 





+187 





Net 
Surplus 
or 
Deficit 
— 908 
— 4131 
— 1710 
— 1532 
+ 805 
988 
— 730 
+ 546 

i 


492 
575 


—- 144 
—- 345 
- 54 


+ 23 


+ 55 
+ 62 





+ 140 





Ameri- 
can 
Aid 

682 
1196 
762 
199 
428 
397 
152 
114 





17 





Special 


Payments 


and 


Creditst 





Change 
in 


Reserves 


+ 220 
— 618 
— 223 
— 168 
+1612 
- 965 
489 
672 
244 
642 


I++ | 


- @ 

13 
335 
— 225 


1+ 


29 
61 
67 


+++ 





+ 157 





Total 
Remain- 
ing 


Invested 


6101. 
6126. 
6130. 
6094. 
6020. 
6008. 
6126. 


NN OW CN O 


6105.0 
6125.0 


6122.0 


O119.0 


Reserves 
at End 
of Period 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 


2667 
2680 


2345 
2120 


2149 
2210 


2277 





2277 





* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


’ of sterling from the International Monetary Fund in August; 
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BANCO DI ROMA 





N April 4, 1956, under the chairmanship 

of H.E. Professor Costantino Bresciani 

Turroni, was held the meeting of the 
Shareholders of Banco di Roma, which, after 
hearing the reports of the Board of Directors 
and of the Auditors, approved the Balance 
Sheet at December 31, 1955, the Profit and 
Loss Account and the allocation of the profits 
of the vear. 


These profits, which after provision for 
adequate appropriations and sinking funds, 
show an amount of Lit.820 million 79.550, 
with an increase of over 147 millions on the 
corresponding figure of 1954, allowed to raise 
to 9 per cent., from the precedent 7 per cent., 
the dividend to be distributed to the Share- 
holders, and to:allocate Lit.750 million to the 
Reserve which so rises up to Lit.2 billion and 
750 million. 


The report of the Board of Directors, after 
having examined in a panoramic view the 
economic situation of the Western world in 
1955 and particularly, in its various aspects, 
the one of this country, illustrates the most 
significant data of the activity displayed and 


BALANCE SHEET AS: A 


ASSETS 
Cash and Funds with Central Bank and 
Treasury ae a + .. L. 89.329.253.140 
Funds with other Banks in Italy and 
Abroad. . 


aa -F t - 51.920.475.359 
Ordinary Treasury Bills, Government, 


- 


Government Guaranteed and other 
Bonds .. es “eae 911.716.261.136 


Industrial and other Shares ia oa 


737-707.769 
Portfolio ea — oe ih »» 133-5760.097.192 
Contanyoes bg - vas 18.377.657.706 
Secured Advances v ne 14’ 4 29.390.203.595 
Loans, Advances and other Accounts... ,, 161.041.348.223 
Sundry Debtors .. ov Pr ‘a 1.876.164.4360 
Liabilities of Customers for Commercial 
Acceptances and Openings of Docu- 
mentary Credits aS an? 33-541.579.431 
Liabilities of Customers for Guarantees _ ,, 206.985.336.049 
Banking Participations . . ‘ a oe 1.524.510.412 
Bank Premises aa ™ 497.871.513 
Furniture and Fittings .. = I 


L. 640.520.465.992 
Contra Accounts 
securities: 

As Collateral .. ee Pe ve ie 664.447.312.055 
26.085.263 
»» 295.631.829.163 


As Guarantee .. 


Sundry Securities Accounts .. 





_— 


‘otal ion .. L.1.000.625.693.076 





xtili 


of the progress achieved by the Institution 
during the year. 

Thanks to the further increase of the means, 
which at December 31, 1955, amounted to 
more than 510 billion lire, it was possible to 
raise the level of the investments’ which 
amount to more than 342 billions, to increase 
adequately the investments in Government 
securities and to strengthen the liquidity funds 
by almost 20 billions on the figure at the end 
of 1954. 

The larger volume of operations that the 
Bank had to cope with in all fields is reflected 
in the grand total of the items of the Balance 
Sheet which surpassed the amount of 1.000 
billion lire. 

The meeting reconfirmed all the Directors 
who were retiring owing to completion of three 
vears’ office. The Board of Directors, having 
soon after proceeded to the appointment of 
their charges, re-elected as Chairman, H.E. 
Prof. Costantino Bresciani Turron; as Vice- 
Chairman, Baron Prof. Francesco Mario 
Oddasso; and as Managing Director, Gr. U ff 
l'go Foscolo. 


1.228% DECEMBER, ¥oee 


LIABILITIES 
Share Capital ‘a es a ee °F 1.000.000.000 
Reserve Fund 2.000.000.000 
Savings Accounts a ae ‘ ss 190.557.080.325 
Current and Sundry Accounts .. 349.037.637.951 
Circular Cheques 17.090. 313.735 
Ordinary Cheques 724.580.873 
Bills for Collection 277.774.875.912 
Sundry Creditors fa 177.507.248.198 
Commercial Acceptances and Openings 


of Documentary Credits i car te 343.541.579.431 
(Guarantees for Third Parties .. age 26.985.336.049 
Rebate on Portfolio and on Treasury 

Bills a‘ aa - 2.534.959.522 


Balance of Profits brought forward 
Net Profits for Current Year 


49.774.110 
5$20.079.550 


L. 640.520.465.992 


Contra Accounts 


Depositors of Securities for Guarantees L. 64.473.397.921 
Sundry Securities Accounts... os 95. 295- 631.829.163 
Total oe L.1.000.625.69 3.076 





Chairman: Bresciani Turroni. Managing Director: Foscolo. 
sS 


Chief Accountant; Nazareth. Auditors: Matteucci (Chie/ 


Auditor), Bossi, Foschini, Mazzantini, Obber. 


The dividend of Lit.9 per share is payable, 
from April 5, 1956, at all branches of Banco 
di Roma in Italy. 






























































BANK LEUMI LE-ISRAEL B.M. 








Steady Progress 





HE fifth Annual General Meeting of the 

Bank Leumi le-Israel B.M., the fifty- 

fourth of the business established in 1902, 
took place on March 29, 1956, at the Bank’s 
Head Office in Tel-Aviv. Mr. E. S. Hoofien 
was in the Chair. 


In his introductory speech the Chairman 
was able to report steady progress: The Capital 
and Reserves, which had stood at IL.4,000,000 
two years ago and at IL.4,500,000 last year, 
now stood at [L.5,000,000; Deposits, which in 
the year 1954 had gone up by 34 per cent., 
had risen by 30 per cent. in the year under 
review. Profits had been satisfactory and the 
final dividend proposed would again make 
124 per cent. for the full year. At the end of 
the year there were 61 branches; all the new 
branches were naturally small and the Bank 
generally preferred the system of a multi- 
plicity of small offices in the country where the 
customer still showed so strong an inclination 
to look personally after his business in the 
bank. 


Bank’s Foremost Task 


Referring to the general position and to the 
activities of the Bank of Israel, the new 


Central Bank which is now a little more than 
a year old, Mr. Hoofien pointed out that the 
economy of a country like Israel, with its 
strong tendencies towards development, eco- 
nomic expansion and immigration, was in- 
evitably bound to show inflationary features 
and that therefore it was first and foremost 
the task of the Central Bank to exercise the 
full force of its monetary power in an anti- 
inflationary direction. This the Bank of 
Israel was doing to the best of its ability. 
The recent discussions on the standard of 
wages, although little had been done yet, gave 
rise to the expectation that there would shortly 
be a sensible rise, and it remained to be seen 
whether the monetary means at the disposal of 
the Central Bank in the struggle against 
inflation would prove sufficient. There was 
every reason to give the policy of the Central 
Bank the strongest possible support. 


The Directors’ Report and Accounts were 
unanimously approved. 


The Directors retiring in rotation were 
re-elected, and Mr. E. I. Nebenzahl, who had 
been co-opted to fill the vacancy caused by the 
death of Mr. A. Hantke, was also elected to 
the Board. 





NORTH BRITISH AND MERCANTILE 
INSURANCE 








Continued Progress 





HE annual general meeting of the North 

British & Mercantile Insurance Company 

Limited will be held on May to at 
Edinburgh. 

The following is an extract from the circu- 
lated statement of the chairman, the Rt. 
Hon. Lord Brand, C.M.G., D.C.L.: 

Five Depariment.—Premiums at £17,426,027 
show an increase of £1,024,558 over the 1954 
figure of £16,401,469, whilst losses amounting 
to £8,560,196, 49.12 per cent. of premiums, 
compared with the figure for the previous 
year of £8,670,504, 52.87 per cent. 

After allowing for the adjustment of the 
Provision for Unexpired Risks we are left with 
a profit of £491,268, 2.82 per cent., for transfer 
to the Profit and Loss Account, which compares 
with a figure of £60,047, .37 per cent. in 1954. 

Casualty Department.— Total premiums 
amounted to £7,659,948, being £2,291,701 in 
excess of those for 1954 of £5,368,247. The 


total claims incurred amounted to £4,135,629, 
against £2,791,596, the percentage of claims to 
premiums being 53.99 per cent. compared with 
52.00 per cent. for 1954. 

After adjusting the reserve for unexpired 
risks on the usual basis, the underwriting 
profit is £237,927, 3.11 per cent. of premiums, 
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compared with /367,260, 6.84 per cent., 
for 1954. 

Marine Department.—The Marine premium 
income for 1955 was £1,730,660, which com- 
pares with £1,566,197 in 1954. Claims totalled 
£1,122,926, against {1,024,919 in 1954. We 
have transferred the sum of £331,636 from 
our Marine Fund to Profit and Loss Account. 

Life Department.—The year 1955 was the 
first year of a new quinquennium and it 
coincided with the completion of a record 
amount of new business. The total new sums 
assured for the year, after deducting reassur- 
ances, amounted to £13,791,700, compared 
with the previous year’s figure of £11,403,255. 
There can be few better ways at the present 
time of helping not only ourselves but the 
national economy than saving through life 
assurance. 

Consolidated Profit and Loss Account.—Net 
interest on Investments amounts to £1,133,727, 
compared with £998,173 in the previous year. 
The Fire, Accident and Marine Accounts con- 
tribute a total underwriting profit of £1,060,531 
as against £687,378 in 1954. 

The proposed dividend of 11s. per share, 
which is the same as last year, and the prefer- 
ence dividend will absorb £736,000. 
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BANK OF SCOTLAND 





Further Expansion of Business 





Sir John Craig’s Speech 





HE Annual General Meeting of the 

Proprietors of the Bank of Scotland was 

held on April 3 within the Head Office, 
Edinburgh. Sir John Craig, C.B.E., D.L., 
LL.D., Governor of the Bank, presided, and in 
the course of his speech said :— 

Proprietors will recall that it was on 
March 1, 1955, that the fusion of the Bank 
with the Union Bank of Scotland Ltd. took 
place. The year just ended therefore is the 
first year of operation of the combined Bank 
and I am glad to record that in this initial 
vear the process of welding the two under- 
takings together has been successfully accom- 
plished. 

There is already evidence that the fusion of 
the two undertakings has brought with it 
added strength and solidarity. The Bank, 
through its enlarged branch system, seeks to 
provide banking facilities throughout Scotland 
wherever they may appear to be required. 


Balance Sheet 


[he Balance Sheet of the Bank records an 
increase in total resources of over £4,000,000 
and indicates.a further increase in the Bank’s 
business. Under the influence of tighter 
money control and the higher rates of interest 
which have had the effect of attracting funds 
in other directions the Bank's Deposits show 
a reduction of approximately £5 millions. 
Note Circulation, on the other hand, shows an 
increase of £1,500,000, and there has been a 
further substantial increase in_ obligations 
undertaken on behalf of customers, which 
now amount to £20,700,000. 

On the Assets side, Cash, Balances with 
other Banks, Documents in course of Coilec- 
tion, Money at Call and Bills Discounted 
show an increase of over {7,500,000 and 
together amount to 35 per cent. of our lia- 
bilities to the public. The Bank’s Investments 
have suffered a substantial depreciation in 
value during the year as the result of the 
nfluence of higher interest rates now current. 
These appear in the Balance Sheet at just 
under £83,500,000. This figure is less than 
their market value. While we are glad to 
have had sufficient Inner Reserves with which 
to provide for this depreciation we cannot 
regard a continuance of this downward trend 
in values without some concern. 

Advances to customers show little change 
at a total of £44,500,000, though as a result of 
restriction their composition is now more than 
ever associated with support to activities 
directly concerned with improvement in the 
country's balance of payments. 

The Profit and Loss Account shows a net 
profit, after provision for all taxation and 
contingencies, of £643,007, compared with 
£630,014 last year. Adding the _ balance 
brought forward there is available £899,061, 
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from which there has been transferred to 
Reserve for Contingencies the sum of £200,000 
and to Staff Pension Fund £80,000. An 
interim dividend at the rate of 7 per cent. was 
paid last October and a final dividend at 
the same rate is now proposed. These divi- 
dends will require £362,250, after deduction 
of Income Tax, and there is left a balance of 
£256,811 to be carried forward to next year. 


General Conditions 


Much has been said and written about the 
causes which have brought about the present 
inflationary situation in this country. I do 
not propose, therefore, to deal with these in 
any detail. It may be sufficient to refer to 
what would seem to be the two predominant 
factors which were operating concurrently, 
namely, an excess of capital expenditure in 
the public sector of the economy over accumu- 
lating resources in the form of savings, and the* 
increasing volume of spending power generated 
by rising wages from which a greater volume 
of savings might well have been forthcoming. 
In the past few weeks measures have been 
taken which are designed to check both these 
influences. A cut in Government expenditure 
has been imposed and a check to the ease with 
which Local Authorities have been able to 
obtain from the Government funds for capital 
expenditure on development schemes has been 
brought about by their being directed to the 
market to seek the funds they require. The 
cost of borrowing has been raised by the 
increase in the Bank Rate to 54 percent. At 
the same time further tightening in the terms 
of hire-purchase credit has been introduced 
and an attempt made to establish a more 
realistic condition of our internal economy by 
the reduction in the subsidies for rent, bread 
and milk. 

Signs are not lacking that activity in certain 
industries is now slowing down. This, as far 
as it goes, may suggest that the Government’s 
policy is becoming effective and if this check 
to activity can be accomplished as a result of 
a reduction in internal demand without inter- 
fering in any way with production for export 
then there may be reason to believe that the 
situation will have been brought under control. 
It is certainly vital that it should be and the 
long decline in the purchasing power of the / 
arrested. 

ScotTisH ConpDITIONS.—The general level of 
trade activity in Scotland has been well in line 
with the country’s overall industrial pros- 
perity in spite of the fact that unemployment 
has continued to be relatively higher in Scot- 
land than in the South. 

The report was adopted and the final divi- 
dend of 7 per cent. (actual), making 14 per 
cent. for the year, was approved. 
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THE PALESTINE DISCOUNT BANK LTD. 


TEL-AVIV 


Extensive network of Branches 


Affiliation: THE MERCANTILE BANK OF ISRAEL LTD., TEL-AVIV 


Consolidated assets exceed IL.100,000,000 
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THE BANK OF BERMUDA, LTD. 


HAMILTON 
Somerset St. George’s 


CAPITAL £125,000 
TOTAL RESERVES £337,520 
TOTAL RESOURCES £8,760,197 
Complete Banking and Trust Facilities . Real Estate Division 


Sole Depository of the Imperial Government in Bermuda 









































CANCER— 


is it a disease of civilisation? 


No, can-er existed thousands of years ago. 
In 1923 the British Empire Cancer Cam- 
paign was formed to promote cancer re- 
search. Since then, more has been learned 
about cancer than ever before. Thousands 
of cases are successfully treated. But cause 
and prevention are not yet known. 

Cancer must yield its secret. With your 
support it will do so more quickly. To help 
finance research we ask for Legacies ; and 
for cheques, notes, postal orders, stamps. 
Please address to Sir Charles Lidbury, 
Hon. Treasurer, British Empire Cancer 
Campaign (Dept B3), 11 Grosvenor Cres- 
cent, London, SW1, or give to your Local 


Committee. The Bank of \. T. Butterfield 


BRITISH EMPIRE and Son, Ltd. 
BERMUDA 


CANCER CAMPAIGN | Eablaed 185 


Complete Commercial Banking and Trustee 























Patron: President: Department services 


| 
Her Majesty the Queen H.R.H. The Duke of Gloucester | Correspondents of principal English and 
Scottish Banks 
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